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REBUTTAL TESTIMONY OF JEFFREY B. GULDNER
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-01345A-19-0236)

INTRODUCTION
PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS.

My name is Jeffrey B. Guldner. I am Chairman of the Board and Chief Executive
Officer (CEO) of Arizona Public Service Company (APS or Company). My
business address is 400 N. 5th Street, Phoenix, Arizona 85004.

DID YOU PREVIOUSLY FILE TESTIMONY IN THIS MATTER?

Yes. I filed direct testimony on October 31, 2019.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

It is important to address several recommendations made in this case that would
materially impact APS’s ability to serve its customers and communities, while also
meeting our financial obligations to investors. My Rebuttal Testimony explains
how adoption of such recommendations could jeopardize our mission of providing
clean, reliable, and affordable electric service to 1.3 million customers, and why
the Arizona Corporation Commission (Commission) should reject them. In this
context, I believe that it is important to call out the steps we are taking to mitigate

rate impacts on customers.

I also discuss APS’s Clean Energy Commitment and some of the implications of
achieving that commitment, specifically, the need to maintain customer
affordability and assisting affected local communities through a transition away
from coal generation. I describe a new adjustor mechanism to address these
implications through transparent and timely recovery of the Company’s investment

in supporting a clean energy future for Arizona.
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Finally, my Rebuttal Testimony will explain our approach to executive-level
compensation, and why it appropriately supports the need to attract and retain a
highly qualified management team.

SUMMARY

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY.

Over the past year, my first as Chairman of the Board and CEO of APS, I have
appeared before the Commission on numerous occasions to reaffirm our
commitment to customers and articulate a vision for APS anchored in purpose: as
Arizona stewards, we do what is right for the people and prosperity of our state. As
such, I pledged to be transparent, collaborative and inclusive of stakeholder
perspectives in our decision-making process. 1 have taken ownership of issues
related to customer service and communication outreach, while driving culture
change efforts internally to create a sustained customer experience mindset across
our workforce. Our Clean Energy Commitment thoughtfully balanced stakeholder
input, operational reality and customer affordability to target 65 percent clean
energy, inclusive of a 45 percent renewable goal by 2030 on our way to 100 percent
clean by 2050. And, at the same time, APS remained focused on providing reliable
service and support to our customers throughout a year unlike any other in recent
history. Each one of our 6,200 employees shares this call to serve and operates with

a unified sense of purpose.

The reality is, however, that providing reliable electric service, achieving a clean
energy future and supporting state and local economies are dependent upon the
financial health and long-term sustainability of the Company. We must remain
attractive to investment of outside capital so that we can secure the significant
amount of resources required to simultaneously maintain and modernize the

electric system.
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Some intervenors in this case would significantly reduce or even climinate the
Company’s base revenue requirement, slash returns on equity to unreasonably low
levels, deny returns on the fair value of utility property, and disallow the recovery
of amounts that have been prudently incurred for facilities that are used and useful.
If adopted, those recommendations individually and collectively will impair APS’s
ability to pay for its current operations and future commitments and send strong
signals that any equity investment in the Company 1s at risk of not recovering a

stable return.

These outcomes are unnecessary, contrary to the best interest of our customers, and
unwarranted based upon the information that supports the Company’s rate
application in this case. | trust the Commission to apply sound regulatory
principles in granting the Company’s rate request and to reject any outlying and
punitive recommendations made by certain intervenors that will ultimately harm

Arizona.

THE IMPORTANCE OF FINANCIAL STABILITY

WHY IS IT IMPORTANT THAT APS BE FINANCIALLY STABLE?

APS’s filings in this casc demonstrate that it 1s not carning its currently authorized
return on equity. APS depends upon the revenue generated from its rates to operate
APS and provide safe and reliable service to our customers. Also, because rates
are set on a historical test year in Arizona, APS looks 1n large part to our investors
to fund capital and other projects until such time as the Commission authorizes

their recovery through rates and those rates are collected.

If rates arc sct that do not mect APS’s revenuc requircment, the Company’s ability
to fund 1ts operations and commitments is seriously jeopardized. This in turn forces
the Company to make decisions regarding which programs will be funded and at

what levels. As always, safety and reliability take precedence in those instances.
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When rates arc based upon artificially low returns on cquity or cost of debt,
investment capital in the utility either dries up or becomes very expensive. This 1s
equally true when unconventional steps such as the disallowance of prudently

invested funds or the costs of used and useful facilities are excluded from rates.

APS competes for investment capital in international and national markets, where
there are countless options. Investors in any utility rely upon the basic regulatory
principle that prudent investments and costs will be recoverable when they go into
service. Without reasonable and competitive returns on those investments and
timely recovery of prudently incurred costs, APS becomes a less attractive choice
for investors and lenders. The Company’s financial health greatly impacts the
amount and cost of the borrowed funds. The lower the cost of borrowing funds, the
lesser the impact on our customers’ bills. Through working collaboratively with
the Commussion and stakeholders towards stable, beneficial regulatory outcomes,
APS’s improvement in credit ratings since 2011 has created pre-tax interest savings
on APS long-term debt issuances of nearly S2 billion over the lifetime of the debt.
| cannot overstate the importance to our customers and communities, as well as our
future initiatives, that the Commission support the financial viability of the
Company through the approval of this rate request.

MITIGATING RATE IMPACTS

WHAT IS APS DOING TO MITIGATE THE RATE IMPACTS FOR ITS
CUSTOMERS?

The impact of ratc increascs on our customers 1s a matter of concern for all of us.
We are addressing this issue at many levels in the Company and with our
stakeholders. As discussed in the testimonies of APS witnesses Monica Whiting
and Jessica Hobbick, APS 1s committed to expanding eligibility for its limited-
income discount program (Rate Riders E-3 and E-4, Energy Support Programs)

and working with Wildfire and government agencies to ensure that the discount as

4-
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well as Crisis Bill funding is available to those in greatest need. I will also mention
two additional Company-wide mitiatives that are aimed at reducing rate increase
impacts. Last year the Company committed to the Commussion that we would
reduce APS operating and maintenance costs by S20 million, and proactively
included a pro forma in the application reflecting those targeted savings. [ am
pleased to report that we are on track to achieve that reduction and that this level

of savings 1s included in this rate case.

APS has also undertaken a thorough initiative to streamline processes and empower
employees to implement more efficient and economical ways to work on an
ongoing basis. | am confident that these and other efforts will not only continue to
reduce costs gomng forward, but also provide for an improved and innovative

workplace and experience for our customers.

APS’S CLEAN ENERGY COMMITMENT

APS ANNOUNCED A COMMITMENT TO CLEAN ENERGY IN
JANUARY OF 2020. WHAT DOES THAT CONTAIN?

We alrcady provide 50 pereent of our cnergy from clean, carbon-free gencration
resources and have been on a trajectory of increasingly clean energy through solar
power innovation, wind power, major investments in energy storage technology,
carbon-free nuclear operations, and advances in energy efficiency and demand

response solutions.

In January of this year, we madc a commitment to Arizona. By 2050, APS will
deliver 100 percent clean, carbon—free, and affordable electricity to our customers.
This goal includes a nearer—term 2030 target of 65 percent clean energy, with 45

percent of our generation portfolio coming from renewable energy.

We also will cease all coal-fired generation by 2031, and will make this transition

in a responsible manner, working closely with the affected communities to

-5.
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minimize impacts and help identify new opportunitics. Our commitment to them is

for the long-term.

Our Clean Energy Commitment represents the boldest clean-energy goal of all
Arizona electric utilities and one of the most ambitious in the country. And while
there 1s no doubt in my mind this 1s the right move for our Company, customers
and communities, the road to 100 percent carbon-free comes with unique
challenges. These include keeping rates affordable for customers, assisting
communities that are severely impacted by the closure of coal facilities and
maintaining a financially healthy Company. Only by meeting all of these
challenges can we enable the pursuit of a shared, clean energy vision for Arizona.
A. Balancing Clean Energy and Costs to Customers

IS APS CONSIDERING ANY WAYS TO MITIGATE THE COST TO
CUSTOMERS FROM THE COMPANY’S CLEAN ENERGY
COMMITMENT?

Yes. To be clear, the first five to scven years on this path involve significant costs
associated with the transition away from traditional, carbon-emitting fuels to clean
energy mfrastructure. And although the latter eventually brings significant societal
benefits and lower fuel costs, APS 1s exploring several strategies to mitigate the
upfront transition costs and ensure rate gradualism during the shift to a new energy
economy. As discussed more fully in the testimonies of APS witnesses Barbara
Lockwood and Leland Snook, APS is proposing an Advanced Energy Mechanism
(AEM) that would be used to recover the costs associated with the significant clean
energy investments the Company will be making to meet its Clean Energy
Commitment. APS is also committed to pursuing securitization for retiring assets,

which could be used to help lessen customer rate pressures.
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PLEASE EXPLAIN WHY APS IS SEEKING AN AEM.

In connection with our Clean Energy Commitment, we are proposing a mechanism
to track and provide timely recovery for, among other things, the capital carrying
cost and expense of clean energy investments. It could include energy efficiency
(EE) expenses, and lost fixed costs associated with EE and distributed generation
(DG) revenue requirements that are not already recovered in base rates or through
another Commission approved adjustor. APS witness Snook, Director of Rates and
Rate Strategy, will address the proposal in more detail. The AEM is designed to be
a simplified, transparent and timely way to monitor and collect the costs and
expenses of clean energy related investments going forward.

CAN APS MEET THE CLEAN ENERGY COMMITMENT WITHOUT
SUCH AN ADJUSTMENT MECHANISM?

It would be very difficult. While we are committed to our pursuit of a clean energy
future, without this mechanism or something equivalent, progress in this transition
will be slowed, creating a significant burden on the Commission, the Company and
intervenors due to the frequency of rate cases required to recover mvestments.
Further, meeting our clean energy commitments without contemporaneous
recovery will pressure the credit quality of the Company and, consequently, our
credit ratings. The Company’s credit quality is critical to raising capital at low cost
for the benefit of our customers. As APS witness Todd Shipman will further
explain, the credit rating agencies have identified timely cost recovery as central to
their ratings methodologies and view adjustment mechanisms as important risk
mitigants, particularly during periods of elevated investment levels such as our

clean energy commitments will require.
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PLEASE BRIEFLY EXPLAIN THE CONCEPT AND POTENTIAL
BENEFITS OF SECURITIZATION.

Generally, securitization of retiring assets, combined with an adjustor mechanism,
are tools that can reduce the rate impacts of transitioning to a clean energy future.
Securitization provides a balance by reducing the amount paid for these assets and
providing a method for the utility to invest in clean resources — a balance that has
been successfully adopted in several jurisdictions across the country.

HAS SECURITIZATION OF UTILITY ASSETS BEEN UTILIZED IN
ARIZONA?

No, not yet. As discussed more by APS witness Lockwood, we believe that there
is new legislation needed to enable securitization to move forward. Securitization
1s a complex topic, and it needs to be done appropriately to provide the intended
benefits to all parties. APS is committed to pursuing securitization and looks
forward to working with the necessary parties to make it happen in the interest of
our customers.

B. Coal Community Transition (CCT)

PLEASE EXPLAIN APS’S COMMITMENT TO ASSISTANCE IN
CONNECTION WITH THE CLOSURE OF COAL-FIRED UNITS.

As part of the Clean Energy Commitment, we pledged to end coal-fired generation
by 2031, seven years earlier than we had previously announced. This is an
important step toward our goal of 100 percent clean energy resources by 2050.
However, the closure of coal-fired power plants and the reduction in coal
consumption will have a negative economic impact on those communities whose
economies are dependent upon those plants and mines. Through discussions with
these communities, APS has come to a thoughtful, meaningful agreement to assist

this transition.
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PLEASE DESCRIBE THE TRANSITION COMMITMENT TO THE
NAVAJO NATION REGARDING THE EVENTUAL CLOSING OF THE
FOUR CORNERS POWER PLANT.

Onc of the communitics that will be hardest hit cconomically by the plant closurcs
15 the Navajo Nation. We have engaged in discussions with representatives of the
Navajo Nation to better understand the impacts of the closures and the needs of
those communities, as well as potential opportunities for assistance from APS
going forward. APS proposes a total of S128.75 million in funding for this
transition, which includes S23.75 million from shareholders. This commitment 1s
discussed in more detail by APS witness Lockwood, and includes S110 million
over ten years for a transition, as well as funding for e¢lectrification efforts,
transmission development and regional economic development efforts.

HAVE THERE BEEN DISCUSSIONS TO BUILD A CLEAN ENERGY
PROJECT ON NAVAJO NATION LAND?

Yes. As part of this agrecement, which is also discussed in morc dctail by APS
witness Lockwood, APS commits to seek out proposals for at least 600 MW of
clean energy projects on or near the Navajo Nation.

IS APS PLANNING TO ALSO ASSIST OTHER COAL COMMUNITIES AS
PART OF THIS OVERALL COMMITMENT?

Yes. In regard to the Cholla Power Plant, APS is proposing S12 million to
neighboring Navajo County communities to assist in a transition, including $1.1

million dollars 1n shareholder funding.

Also, APS is proposing $3.7 million, including $0.35 million in sharcholder
funding, for a transition plan for the Hop1 Tribe in conjunction with the closure of

the Navajo Generating Station in 2019.
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VI

DO YOU HAVE ANY FINAL COMMENTS ON CCT?

We arc committed to making a transition to a clean cnergy future in a responsible
manner, working closely with the affected communities to minimize impacts and
help 1dentify new opportunities. The proposals laid out above, and discussed in
more depth by APS witness Lockwood, show this commitment.

THE APPROPRIATENESS OF APS EXECUTIVE COMPENSATION
PLEASE EXPLAIN WHY APS’S EXECUTIVE COMPENSATION

LEVELS ARE APPROPRIATE.

APS’s cxecutive team is composcd ot highly qualified and cxperienced individuals.
Their leadership guides the delivery of clean, reliable and affordable electric
service to our customers and reflects responsible stewardship of both shareholder
and customer dollars. APS serves 1.3 million customers in a complex operating
and regulatory environment, which includes Palo Verde, the nation’s largest
nuclear power plant. Members of the APS executive team are not only important
contributors to the success of the Company, they also offer valuable leadership and

services to the communities where they live.

In order to attract and retain highly qualified executives, the Company must offer
compensation and benefits that are competitive with other regulated and non-
regulated companies. To ensure that its compensation is market-based and
appropriate, APS relies upon an independent compensation consulting firm to

annually review and evaluate executive compensation.

It 1s also important to understand that not all executive compensation 15 included
in APS’s rates. For example, stock-based compensation and supplemental
¢xecutive retirement benefits (SERP) have historically been excluded from
customer rates, and APS has removed them from Test Y ear expenses. Additionally,

portions of APS’s executive compensation are allocated to and paid by the various

-10-
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VII.

owncrs of the participant generating stations the Company opcrates. In short, I am
confident that APS’s compensation philosophy is prudent and that our executive

team compensation 1s reasonable and appropriate.

CONCLUSION

DO YOU HAVE ANY CLOSING REMARKS?

APS has a strong history of innovation and leadership in the utility industry and in
Arnizona. Our record of providing safe, rehable, affordable, increasingly clean
¢lectricity, and supporting our communities goes back 130 years. This 1s made
possible by the hard work of our employees, diligently meeting the needs of our
customers, each and every day. It 1s also made possible through partnerships with
interested stakeholders and requires continued responsible regulatory oversight and
support. Our commitment to fulfilling our mission and achieving our vision of a

clean energy future for Arizona has never been stronger.

Our Clcan Encrgy Commitment and assistance for thc Navajo Nation, Navajo
County Communities, and the Hopi Tribe is consistent with our legacy of
innovation and leadership. But this commitment will require collaboration from

our employees, customers, stakeholders, and the Commission.

Integral to the success of these commitments 1s the financial stability of APS.
Accordingly, I ask the Commussion to carefully review the evidence in the record
of this case and follow the established policies, rules, and legal requirements to
allow the Company to recover its costs of service and earn a reasonable return on
its investment.

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.

-11-
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REBUTTAL TESTIMONY OF BARBARA D. LOCKWOOD
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-01345A-19-02306)

INTRODUCTION

PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS.
My name is Barbara D. Lockwood. 1 am Senior Vice President of Public Policy
at Arizona Public Service Company (APS or Company). In that role, I am
responsible for regulatory matters before the Federal Energy Regulatory
Commission (FERC) and the Arnzona Corporation Commission (ACC or
Commission), as well as government affairs at both the state and federal level,
community affairs at the local level, corporate giving, and the Company’s
environmental, social and governance (ESG) policy. My business address 1s 400
N. 5th Street, Phoenix, Arizona 85004,

DID YOU PREVIOUSLY FILE TESTIMONY IN THIS MATTER?

Yes. | provided direct testimony in this case.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

My Rebuttal Testimony presents the Company’s revised revenue requirement
request that reflects changes to the requested Return on Equity (ROE) and return
on the Fair Value Increment (FV1), corrections to both operating income and rate
base, and updates to post-Test Year plant (PTYP) to incorporate actual expenses.
APS i1s also adopting several recommendations from Staff witness Ralph Smith’s

Direct Testimony, as well as AECC witness Kevin Higgins.

I will discuss certain revenue requirement disallowances recommended by Staff
and other intervenors, and comment on the misconceptions that continue to
persist regarding the Company’s implementation of the rates and rate migration
approved in the last APS rate case. [ will also comment on the formula rate and

performance-based ratemaking discussions included in the testimonies of Staff
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II.

witness David Dismukes, RUCO witness Frank Radigan, Sicrra Club witness

Cheryl Roberto, and SWEEP and WRA witness Brendon Baatz.

I will discuss securitization, a remaining book value cost recovery method
highlighted by Chairman Burns in hus August 11, 2020 letter to the parties in this
docket that, if properly structured, has the potential to limit the impact of
unrecovered plant costs on both APS and its customers. In that regard, 1 expand
on the coal community transition discussion included in the Rebuttal Testimony
of APS witness Jeffrey Guldner and discuss the progress APS has made
partnering with these communities in planning for the future once APS exits its

ownership in coal-fired generation facilities.

Finally, I will provide an overview of APS’s proposed enhanced reporting
requirements on several performance metrics that are discussed by Staff, SWEEDP
and WRA and the Sierra Club.

SUMMARY

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY.

APS has reduced its overall revenue requirement request in this case to S169
million, a reduction of $15 million from that requested 1in its original Application.
This base rate request continues to include both the Four Corners Selective
Catalytic Reduction (SCR) equipment and the Ocotillo Modernization Project
investments and deferrals as discussed 1n the Company’s Direct Testimony. The
revised request also includes an updated PTYP request with used and useful
investments and the actual cost of those investments through June 30, 2020.

Notably, this 12-month period is not contested by any party in this proceeding.

The revised request includes a reduction in the Company’s requested ROE to
10.0% and a reduction in return on the FVI to 0.8%, mirroring the Company’s

currently-approved ROE and return on the FVI. This maintains APS’s financial

-
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stability, while reducing the impact of an increase to customers. The ROE and
return on the FVI recommendations by Staff and intervenors are unreasonably
low and would jeopardize the Company’s financial health to the detriment of its
customers.  Specifically, RUCO’s arbitrary ROE penalty proposal is not

supported by fact and must be rejected by the Commission.

My review of Staff and intervenor testimony shows that misconceptions remain
about the Company’s implementation of its most recent rate case decision. APS
has acknowledged that its customer outreach could improve and has been actively
working with stakeholders to revise and refine its customer communications as
discussed by APS witness Monica Whiting in her Rebuttal Testimony. Contrary
to some testimony filed in this case, however, APS is not overearning, nor is it

“overcharging” its customers.

Since the Company filed its Direct Testimony in this case, APS announced its
Clean Energy Commitment, described in more detail by APS witness Guldner in
his Rebuttal Testimony. This commitment includes the Company’s exit from all
coal-fired generation by 2031. APS recognizes the impact that this transition will
have on the communities surrounding the coal plants operating in and around
Arizona, and is working closely with stakeholders and the affected communities
to develop a responsible transition plan to minimize impacts and provide support

to these communities.

In conjunction with its Clean Energy Commitment, the Company believes
securitization is a viable tool that can, if implemented properly, reduce the rate
impacts of transitioning to a clean energy future. In light of the potential benefits
to both customers and utilities, APS intends to pursue the necessary legal
structures required for successful securitization in Arizona and is looking forward

to working with stakeholders and the Commission on this issue.

A
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II1.

REVISED APS REVENUE REQUIREMENT REQUEST

PLEASE SUMMARIZE THE COMPANY’S REVISED REVENUE
REQUIREMENT REQUEST.

APS has reduced its revenue requirement request to approximately $169 million,
a reduction of approximately $15 million from the Company’s original request in
its Application. The Company’s revised revenue requirement request, and the
resulting impact to customer bills, 1s shown in Table 1 at the end of this section.
When ncluding the effects of moving the Tax Expense Adjustment Mechanism
(TEAM) adjustor credit and other adjustors into base rates, the Company’s net
revised base rate increase is $41 million, or 1.2%. However, to accurately depict
the impact of APS’s proposals on customer bills, the effects of adjustment
mechanisms must also be considered. The revised request will have an average
bill impact for all customers of 5.1%. The average bill impact for residential

customers 18 4.99%.

The Company continues to propose the inclusion of 12 months of PTYP in
revenue requirement as discussed in the Rebuttal Testimony of APS witnesses
Elizabeth Blankenship and Jacob Tetlow, and has updated the amount of PTYDP
requested to reflect projects in service and investment as of June 30, 2020.
WHAT CHANGES DID THE COMPANY MAKE IN ITS ROE AND
RETURN ON FVI REQUEST?

In APS’s imitial Application in this case, the Company proposed a ROE of
10.15% and a return on the FVI of 1.0%. These proposals resulted in a 7.41%
weighted average cost of capital (WACC) and a fair value rate of return

(FVROR) of 5.62%.

After considering the Direct Testimony of intervenors, APS proposes to revise

and reduce 1ts request to a ROE of 10%, and a return on the FVI of 0.8%. These
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revised proposals mirror the Company’s currently-approved ROE and rcturn on
FVI. These revisions result in a proposed WACC of 7.33% and a FVROR of
5.51%.

WHY DID APS REDUCE ITS ROE AND RETURN ON FVI REQUEST?
APS understands that rate increases can be difficult for its customers, especially
with the uncertainty that the ongoing COVID-19 pandemic continues to mflict on
the state of Arizona. As part of its ongoing commitment to its customers, the
Company continued to look for ways to reduce the impact of the rate increase
request on 1ts customers after its imitial Application in this case was filed. After
carefully reviewing the financial impacts, APS determined that a modest
reduction in the ROE and return on the FVI from that oniginally requested by the
Company would still allow APS to maintain its financial stability, while reducing

the impact of the Company’s request on its customers.

Additionally, APS witness Ann Bulkley performed an updated analysis of the
appropriate cost of equity for APS that takes into consideration changes in the
financial environment since Direct Testimony in this case was filed over a year
ago. The updated analysis finds that APS’s reduced ROE request of 10% 1is
reasonable based on her updated calculations. Likewise, APS witness Bulkley
performed an updated analysis of the return on the FVI and determines an
appropriate nisk-free rate in today’s financial environment is 1.28%. Although
APS’s revised request for return on the FVI at 0.8% is significantly below the
rate supported by APS witness Bulkley’s analysis, APS believes that 1ts revised
request achieves an appropriate financial balance for APS and mitigates rate

increase impacts to APS customers.



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

DID YOU REVIEW THE ROE AND RETURN ON FVI
RECOMMENDATIONS BY STAFF AND INTERVENORS?

Yes, I did. Recommendations from Staff and intervenors range from 8.74% to
9.75% for ROE, and from 0% to 1.0% for return on FVI. APS witness Bulkley

will address each of these recommendations in her rebuttal testimony.

I will, however, briefly address the ROE recommendation of RUCO witness
Jordy Fuentes. RUCO’s recommended baseline ROE is the lowest of all
intervenors at 8.94%, a recommendation that APS witness Bulkley finds is
unreasonable for the reasons outlined in her Rebuttal Testimony. RUCO witness
Fuentes then recommends an additional 20 basis-point reduction to this ROE to
“send a message” to APS regarding a perceived lack of adequate customer
service. However, the information RUCO witness Fuentes relies upon does not
support the imposition of a penalty on the Company and, in fact, many of the
documents and reports RUCO witness Fuentes cited contain erroneous and

misleading information, as I will address later in my testimony.

For example, RUCO witness Fuentes fails to recognize that rate increases for all
utilities under the Commission’s jurisdiction have been portrayed by all parties
(including the Commission itself) as class average annual increases for at least
the last 50 years in Arizona. This fact is acknowledged by the Commission in
Decision No. 77292 (July 19, 2019), and thus, APS’s use of a class average
annual increase percentage can in no fashion be categorized as a “failure.”’
Likewise, the information portrayed on the APS bill is a direct result of
Commission rule requirements to include unbundled price and type of service

information on customer bills.”? The Company agrees that this detailed

! Decision No. 77292 in Docket No. E-01345A-18-0002 (July 19, 2019).
2 A.A.C.R14-2-210.
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information, while transparent, could be ditficult for the customer to understand.

But including this information should not be attributed to an APS “failure.”

These are two examples of the misrepresentations RUCO witness Fuentes relied
on to support his arbitrary reduction in RUCO’s recommended ROE for APS.
The Commission must reject this inappropriate and factually-unsupported
recommendation.

WHAT OTHER CHANGES ARE INCLUDED IN APS’S REVISED
REQUEST?

Additional changes to the Company’s request include such items as:

. Changes to various rate base and income statement pro formas for
corrections and adjustments identified in the discovery process and
reasonable revisions due to updated information that was not available at
the time the Company filed its original request, as discussed in detail in

APS witnesses Blankenship’s and -Leland Snook’s Rebuttal Testimonies;

. Certain Staff and intervenor recommendations APS accepted, including
Staff’s recommended updated base fuel rate, as discussed in APS witness

Snook’s Rebuttal Testimony; and

. Changes to reflect updated PTYP investment, as noted earlier in my
Rebuttal Testimony.

PLEASE EXPLAIN THE COMPANY’S ADVANCED ENERGY

MECHANISM (AEM) PROPOSAL.

APS 15 proposing a new adjustment mechamism that would recover capital

carrying costs and expense associated with the clean energy investments

necessary for a clean energy future. In addition, this adjustor could replace and

combine the Company’s current Demand-Side Management Adjustment Clause
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(DSMAC), Renewable Energy Adjustor Charge (REAC) and Lost Fixed Cost
Recovery (LFCR) adjustment mechanisms into one comprehensive mechanism, if
desired by the Commission. This adjustinent mechanism is introduced in APS
witness Guldner’s Rebuttal Testimony and discussed in more detail in APS
witness Snook’s Rebuttal Testimony. As shown in the table below, APS
proposes to collect coal community transition funds, which are discussed in detail
later in my testimony, through this adjustor.

PLEASE SUMMARIZE THE COMPANY’S REBUTTAL REQUEST.

The result of the changes to the Company’s revenue requirement request is

captured below (numbers have been rounded for ease of presentation).

Table 1. APS Revised Revenue Requirement Request

IV.

Customer Bill Impact = Net Base Rate Increase + .
Net Adjustor Changes e b R
Total Revenue Deficiency in APS’s Application | 184M 5.6%
Base Rate Changes
Net adjustments | (28M) -0.9%
TEAM | (119M) -3.6%
All other adjustors 4AM 0.1%
Rebuttal Net Base Rate Request | 41M 1.2%
Adjustor Changes
Removal of TEAM credit | 119M 3.6%
Transfer to base rates of all other adjustors | (4M) -0.1%
AEM| 1I3M 0.4%
Net Adjustor Changes | 128M 3.9%
Total Rebuttal Customer Bill Impact | 169M 5.1%

STAFF AND INTERVENOR TESTIMONY REBUTTAL

DID YOU REVIEW STAFF AND INTERVENOR TESTIMONY?
Yes. The majority of rebuttal to Staff and intervenor testimony is addressed by

other APS witnesses; however, I would like to discuss my impression of the

-8-
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overall testimony filed by Statt and intervenors in this case. I will also address
three specific items: APS’s limited-income programs, employee cash incentives,
and the Four Corners SCRs. In addition, simply because 1 do not address a
specific statement or recommendation by Staff or intervenors should not be
construed as my acceptance of that statement or recommendation.

WHAT ARE YOUR OVERALL OBSERVATIONS REGARDING STAFF
AND INTERVENOR TESTIMONY IN THIS CASE?

I remain concerned about the number of misconceptions that continue to exist
regarding the actions taken by APS to implement its suite of rate schedules
approved by this Commussion in Decision No. 76295 (August 18, 2017), the
Company’s 2016 Rate Case. Throughout the parties’ testimonies, statements are
made that are simply incorrect, and witnesses are drawing conclusions and
making recommendations based on these false and misleading statements and
data. This 1s particularly concerning since APS has repeatedly stated the factual
steps taken by the Company to communicate with its customers and to complete
the rate migration process required by Decision No. 76295 in Commission
proceedings, responsive letters to Commissioners, and discussions at various

open meetings over the last two years.

Specific rebuttal to the reports, “An Evaluation of Arizona Public Service
Company’s Customer Education Plan and Its Implementation” written by Barbara
Alexander and “Rate Review and Customer Outreach Program Evaluation of
Arizona Public Service Company” written by Overland Consulting, mmitiated by
the Commission to review the Company’s rate implementation and customer

communications, are included in the Rebuttal Testimonies of APS witnesses
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Snook and Whiting.> To ensure the record is clear, I address a few of the most

egregious of the false statements below.

APS is not overearning. The Company’s current authorized return on
equity is 10.0%. This 1s stated, without ambiguity, in Decision No. 76295.
That return on equity, calculated on an annual basis, was approved by the
Commission. APS has proven through multiple filings at this
Commission, including the financial data submitted in this docket, that the
Company’s actual ACC-jurisdictional return on equity has not exceeded

10% since that Decision.

APS is not “overcharging” customers. The rate levels determined to be
just and reasonable in Decision No. 76295 have been accurately and
appropriately implemented by APS. The Commission determined in
Decision No. 77292 that there is no evidence that APS improperly
implemented the suite of rate plans and charges approved by the

Commission.*

APS did not inappropriately transition residential customers to
demand rates. The APS rate plan auto-migration process outlined in
Decision No. 76295 required the Company to move customers to the rate
structure that was “most like” that which the customer was already being
served under. APS followed that process. If a customer had chosen a
demand rate prior to Decision No. 76295, that customer was moved to a

demand rate. Table 2 below shows this rate transition concept.

3 Barbara R. Alexander, An Evaluation of Arizona Public Service Company’s Customer Education Plan
and its Implementation, Docket Nos. E-01345A-19-0236 and E-01345A-19-0003 (May 19, 2020);
Overland Consulting, Rate Review and Customer Outreach Program Evaluation of Arizona Public
Service Company, Docket No. E-01345A-19-0003 (June 4, 2019).

* See Decision No. 77292 in Docket No. E-01345A-18-0002 (July 19, 2019), p. 88, Finding of Fact 108.

-10-
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Table 2. APS Rate Plan Migration Process

Plan type Current service plans

Lite Choice
Flat Standard e Premier Choice
Premler Cholce Large
% Time Advantage :
Time-of-Use (9-9 or 12-7) =8 Saver Choice
Demand Combined Advantage ) Saver Choice Max

Customers who self-selected a new rate may have made a conscious
choice during the transition period to move from a non-demand rate to a
demand rate; however, at no time did APS automatically transition a
customer from a flat energy-only rate or time-of-use energy-only rate to
any demand rate. APS witness Jessica Hobbick addresses this

misrepresentation and the Company’s rate migration in more detail.

® While improvements may be called for, APS’s Customer Education
and Outreach Plan (CEOP) did not fail. The CEOP developed by APS,
as required by Decision No. 76295, was an extension of ongoing education
and outreach efforts the Company has engaged in for many years. The
goal of the CEOP was to provide customers with information to prepare
for the transition to new rate plans, highlighting customer options, and
ways to maximize savings. APS met this goal by diligently executing its
CEOP, providing customers with multiple forms of outreach over multiple

channels as the plan outlined.

These misrepresentations have clouded the important issues that are addressed in
the Company’s rate case Application and created unnecessary roadblocks for
APS, the Commission and all stakeholders in the process of making

improvements and creating sound energy policies for the future.

-11-
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A. Limited-Income Programs

DOES APS AGREE WITH THE LIMITED-INCOME PROGRAM
CHANGES PROPOSED BY INTERVENOR WILDFIRE?

APS agrees with Wildfire that 1t 1s the right time to expand the Company’s
Energy Support programs (E-3 and E-4) to allow customers with incomes up to
200% of the federal income poverty guidelines to participate. APS witnesses
Whiting and Hobbick discuss this program expansion in more detail in their
rebuttal testimonies. It 1s important to note that the purpose of this expansion i1s
to encourage more customers to enroll in the programs, which will require more
funding than previously estimated.  Therefore, approval of the deferral
accounting mechanism for Energy Support program funding as described by APS
witness Hobbick in her direct and rebuttal testimonies is critical to allow APS to

¢xpand the programs to more customers in need.

I believe the adoption of Wildfire’s expanded eligibility requirements and the
Company’s commitment in this case to double its annual Crisis Bill funding from
$1.25 million to $2.5 million annually provides critical relief to those in its
community with the greatest need and enhances the Company’s already
significant commitment to 1its limited-income customers and community
assistance partners.

B. Employee Cash Incentive

DO YOU AGREE WITH THE POSITIONS TAKEN BY STAFF, RUCO
AND AECC THAT PORTIONS OF CASH INCENTIVE SHOULD BE
DISALLOWED?

No. These parties claim that because a portion of the incentive is tied to the
Company’s earnings that those costs should not be included in rates. However,
as discussed by APS witness Blankenship, the only way for nearly all APS

employees to successfully contribute to this metric 15 to continue to find

-12-
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cfficicncics and reduce costs. Those savings arc then given back to customers

through rates.

Moreover, | would challenge what appears to be a conclusion by these parties that
a financially-healthy utility, able to provide earnings to investors, 1s in some way
contrary to the interests of its customers. Customers benefit when APS can earn
a reasonable return on its investment, as that is how the utility can continue to
attract the capital investment necessary to provide electricity to its customers on
reasonable terms. The suggestion that the interests of investors and customers are
in conflict in this regard i1s false. Therefore, the basis for these positions on
incentive compensation 1s flawed, and these recommendations should be rejected.
C. Four Corners SCR Investment

DID PARTIES DISCUSS THE RECOVERY OF THE SCR INVESTMENT
AT FOUR CORNERS?

Yes. Staff and AECC both supported the inclusion of the SCRs and the SCR
deferral in rates.> RUCO’s position is to not allow recovery “at this time.”®
PLEASE DESCRIBE RUCQO’S CONCERN WITH INCLUDING THE SCR
INVESTMENT IN RATES.

RUCO witness Radigan recognizes that the Company’s investment in the SCRs
was mandated by federal environment requirements, but questions how Four
Corners fits with APS’s new Clean Energy Commitment of being 100% carbon

free by 2050, and more specifically, how the topics of securitization and

remaining book value of the Plant will be addressed by the Company.

5 Both parties also propose possible alternative calculation recommendations for the deferral, which the
Company does not support.
¢ RUCO Direct Testimony of Frank W. Radigan at 16 (Oct. 2, 2020).

-13-
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WILL YOU PLEASE RESPOND TO RUCQ’S CONCERNS?

As discussed by APS witness Brad Albert in hus Rebuttal Testimony, Four
Corners 15, and will continue to be, an essential part of APS’s generation fleet for
the needed capacity and reliability benefits it provides to its customers. The
events of this past summer, the hottest summer on record in Arizona, show how
valuable Four Corners 1s to APS customers and the overall APS system. The
SCR investment also allowed the plant to remain open to serve APS’s customers
and provide meaningful economic benefits to the Navajo Nation and surrounding
communities. This asset 1s used and undoubtedly useful and should be recovered

through rates.

I discuss APS’s position on securitization below 1n more depth, but the Company
15 committed to pursuing the idea. However, there are some very real hurdles to
overcome, and securitization 1s not a wviable option to mmplement today.
However, providing those hurdles can be adequately addressed, securitization
could prove to be a very useful tool to recover the remaining book value of fossil
generating units as the Company, customers and the Commission move to
collectively pursue a cleaner energy future for Arizona. Regarding RUCQO’s
question about the remaining book value of the Four Corners Power Plant, APS
recommends that for purposes of this case, APS continue to depreciate the asset
to 2038, despite its planned closing by 2031. This prevents upward pressure on
rates that would occur from the accelerated depreciation necessary to depreciate

the asset only through 2031.

-14-
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SECURITIZATION

CHAIRMAN BURNS REQUESTED PARTIES IN THIS PROCEEDING
DISCUSS POSSIBLE METHODS OF RECOVERY OF REMAINING
BOOK VALUE UPON CLOSURE OF THE FOUR CORNERS POWER
PLANT. HAS APS RESPONDED TO THIS REQUEST?

Yes. APS responded to Chairman Burns by letter filed in this docket on
November 6, 2020. The Company’s response addresses each of the scenarios
requested and discusses the benefits and costs of each cost recovery method
suggested in the Chairman’s request. APS witness Albert will discuss portions of

the APS analysis in his Rebuttal Testimony.

I will not repeat the results of the Company’s analysis here. However, 1 will
discuss the securitization method of recovering remaining asset book value for
retiring plants, as highlighted by Chairman Burns and discussed by Sierra Club
witness Roberto that has the potential—if structured properly—to limit the
impact of these costs on both APS and customers.

WHAT 1S APS’S UNDERSTANDING OF SECURITIZATION AS A
PUBLIC SERVICE COMPANY FINANCING TOOL?

Securitization i1s a utility financing tool that relies upon low-cost, asset-backed
securities—in this case securities backed by a present-day property right in a
defined pool of revenues to be paid by customers—to reduce the cost of a utility’s

financial obligations and ultimately benefit customers through lower rates.

Securitization can be used to recover, at a lower total cost to customers, the
remaining book value associated with certain assets that are retiring. Any
remaining book value associated with such an asset 1s removed from the utility’s

rate base, such that the utility 1s no longer receiving a return on the investment.

-15-
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The utility 1s then compensated through the proceeds of low-cost sccuritized
bonds, which are then paid separately from jurisdictional rates.

WHAT ARE THE BENEFITS TO UTILITY CUSTOMERS OF
SECURITIZATION?

By reducing the cost of financing past investments and unlocking present access
to capital, the resulting transaction can produce significant customer savings,
while also enabling near-term utility reinvestment of capital into clean technology
generation resources.

WHAT 1S THE STRUCTURE OF A TYPICAL SECURITIZATION
TRANSACTION?

Under a typical securitization transaction, a utility would permanently exclude
from its rate base the unrecovered value of assets that are no longer in service. In
e¢xchange, the utility would receive the proceeds of one or more tranches of
securitized debt issued by a legally separate and bankruptcy-remote special
purpose entity (SPE) with those proceeds corresponding with the book value
removed from rate base and any other authorized transition costs. The utility
would transfer to the SPE a present property right in a defined stream of revenues
sufficient to service that debt—typically called “Transition Charges™—that the
utility would otherwise have been itself entitled to receive. The utility would also

remove the securitized assets from rate base.

Although the SPE would be expected to enter into a servicing agreement with the
utility to collect the Transition Charges, those revenues, and the right to them are
no longer the property of the utility. The SPE would then pledge its property
interest in those revenues as collateral for the bonds 1t issues and use the
Transition Charges it recovers over time to pay the debt service. For this to
occur, the state must authorize the creation and alienation of that property right

and its recovery by the SPE—and, most importantly, pledge that the property

-16-
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right and the recovery of the Transition Charges will not be impaired. APS docs
not believe that the Commission has the authority to create this right, or to make a
legally-enforceable pledge of non-impairment. These features of securitization
must be established by the Arizona Legislature.

CAN YOU PLEASE EXPLAIN AT A HIGH LEVEL ANY NECESSARY
PREREQUISITES TO SECURITIZATION?

APS continues to assess how securitization could be accomplished in Arizona,
given the complex array of legal, regulatory, and financing issues involved. As
seen in other states that have pursued securitization, 1t 1s necessary to have not
only Commission involvement and support, but also authorizing legislation.
While certain intervenors have suggested that legislation might not be needed n
Arnizona, APS disagrees. Legislation i1s needed to make the securitized bonds
marketable and allows obtainment of the low interest rates needed to reduce costs
to the utility’s customers. In addition, legislation 1s needed to create a property
right 1n the stream of revenues that create the collateral for the bond (the
securitized asset). State legislation is also needed to establish an 1rrevocable
pledge that the state will not impair the securitization property or the SPE’s right
to collect those revenues through customer charges. Put simply, there is a lot of
work to be done to create the necessary structures to enable securitization in
Arizona.

PLEASE EXPLAIN HOW A SECURITIZATION TRANSACTION LIKE
THIS CAN PRODUCE BENEFITS FOR APS CUSTOMERS AS
COMPARED TO TRADITIONAL COST-RECOVERY.

With respect to the unrecovered book value of assets no longer in service,
securitization offers several potential advantages as compared to conventional
utility cost recovery. In this respect, securitization can lower customer costs.

The Transition Charges are based on the cost of SPE-issued debt, which would
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likely be less than a utility’s regulated cost of capital—rather than the cost of
equity and debt capital required to prudently operate a utility, the Transition
Charges are based on the typically lower cost of debt insulated from cost
recovery and business risk. Indeed, because the Transition Charges are defined in
advance and subject to a strong non-impairment pledge, and because the debt is
structured with multiple credit features to support repayment, securitized debt 1s
typically very highly-rated and low-cost debt.

WHAT BENEFITS CAN SECURITIZATION PROVIDE FOR PUBLIC
SERVICE CORPORATIONS LIKE APS?

Securitization can provide a utility, like APS, with an upfront infusion of capital,
which it can reinvest in clean electricity generation infrastructure. Thus, APS can
simultaneously look to replace rate-base value lost as part of the securitization,
while at the same time building clean generation in support of APS’s Clean
Energy Commitment and Commission carbon reduction standards. When
combined with automatic mechanisms for contemporaneous regulatory recovery
associated with the construction of replacement clean generation, APS can have
the necessary regulatory certainty to efficiently and quickly convert securitization
proceeds into clean energy resources for Arizona electricity customers.

IN LIGHT OF THESE POTENTIAL ADVANTAGES, DOES APS
SUPPORT SECURITIZATION AS A WAY TO SAVE CUSTOMERS
MONEY?

Yes, within reason. The potential for securitization to produce meaningful
customer savings, along with providing a mechanism for APS to increase its
investments into clean generation technologies—and producing even greater
environmental benefits for customers—APS believes securitization, when
¢stablished and structured appropriately, can provide concrete public policy

benefits for the state of Arizona. APS also believes that any consideration of a
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VI

sccuritization platform for Arizona must be coupled with contemporancous cost-
recovery mechanisms—such as the Company’s proposed AEM, for instance—
that directly focuses utility securitization proceeds nto clean energy generation
investments. APS therefore mtends to pursue the necessary legal structures
required to facilitate successful securitization transactions in Arizona.

COAL COMMUNITY TRANSITION

DO YOU AGREE WITH INTERVENORS NAVAJO NATION AND
CITIZEN GROUPS THAT ASSISTANCE TO COMMUNITIES
IMPACTED BY APS’S PLANNED EXIT FROM COAL PLANT
OPERATION IS NECESSARY?

Yes. The Company’s Clean Energy Commitment announced earlier this year,
and discussed in APS witness Guldner’s Rebuttal Testimony, includes a complete
APS exit from coal plant operations by 2031. APS recognizes that this plan will
have an economic impact on local communities that have relied on the operation
of the plants for employment, economic activity and tax revenues, and the
Company 15 committed to assisting these communities 1n a transition away from
reliance on coal plants. While Four Corners 1s still an important part of APS’s
generation fleet, APS has heard from the affected communities and values its
long-standing relationship with them. Therefore, the Company agrees that now 1s
the right time to begin the process of planning for the transition away from coal.
WHAT COMPONENTS ARE INCLUDED IN THIS PLAN FOR FOUR
CORNERS?

The Company has been a partner with the Navajo Nation and the surrounding
communities since the beginning of coal plant operation and meets regularly with
leaders on a wide variety of topics. Discussions have recently explored potential
opportunities for assistance from APS and have resulted in an agreement on

several of the transitional components suggested by the Navajo Nation and
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Citizen Groups and the development of an overall plan for coal community
transition. The foundation of the APS Coal Community Transition Plan is the
cash payment of $100 million, at approximately S10 million per year over the
next ten years, to the Navajo Nation as discussed by APS witness Guldner. As
these funds are part of a transition to a clean energy future, APS is proposing to
collect these funds from customers through the AEM described by APS witness

Snook.

APS has also committed to fund the economic development efforts of an
existing or future Navajo Nation economic development organization for a period
of five years at $250,000 per year from shareholder funds, to begin two years
prior to the Company’s ceasing operations at Four Corners and continue for three

years after.

To facilitate electrification of the Navajo Nation, a critical concern for the safety
and well-being of the Nation’s residents, APS is requesting approval from the
Commission for a modification to APS’s Service Schedule 3 that will allow
distribution lines to be extended up to 2,000 feet within the Nation at no cost
to Navajo Nation applicants within the Company’s service territory. In addition,
APS will conduct or pay for a census of unelectrified homes and businesses in the
APS service territory within the Nation to be completed by the end of 2021. APS
will also prepare an assessment of the effectiveness of the 2,000-foot proposed
extension and submit that assessment to the Commission and the Nation. APS is
proposing that additional electrification projects within the Nation will
be pursued at a funding level of $10 mullion, with S5 million of that amount

recovered through APS’s proposed AEM and S5 million funded by shareholders.

To support transmission line development within the Navajo Nation, APS

will also provide $2.5 million per year to the Navajo Nation from shareholder
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funds beginning from the time the Four Corners Power Plant closes (or 2032,

whichever 1s earlier) through 2038.

In summary, APS 1s proposing a net total of S128.75 million of support be
provided to the Navajo Nation from 2021 through 2038. Of that total,
$23.75 million will be provided by shareholders.

APS also agrees with the Navajo Nation and Citizen Groups thata key
component of this transition plan should be the encouragement of renewable
energy resource development within the Navajo Nation.

HOW WILL APS SUPPORT RENEWABLE ENERGY DEVELOPMENT
WITHIN THE NAVAJO NATION?

APS has agreed to solicit a total of 600 MW of clean energy resources within the
Navajo Nation or in communities surrounding the Navajo Nation through one or
more Requests for Proposals (RFPs) as part of the Company’s Clean Energy
Commitment, subject to the approval of the Commission. It is anticipated that
the initial RFP or set of RFPs will seek a minimum of 250 MW of renewable
energy located on Navajo Nation land and will be issued within the
next 24 months. Subsequent RFPs would seek an additional 350 MW of clean
energy projects to be 1ssued no later than 12 months after the closure of the Four
Corners Power Plant, subject to the approval of the Commission.

WOULD APS BE ABLE TO DIRECTLY ALLOCATE ANY OF ITS FERC
JURISDICTIONAL TRANSMISSION LINE CAPACITY TO SUPPORT
TRIBAL RENEWABLE ENERGY DEVELOPMENTS AS SUGGESTED
BY CITIZEN GROUPS WITNESS HORSEHERDER?

No. A public service corporation that owns and operates FERC-regulated
interstate transmission facilities, such as APS’s 345 kV and 500 kV transmission

facilities in the Four Corers area, is subject to strict non-discriminatory, open-
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access regulations. To provide transmission scrvice to any cntity, including the
Navajo Nation, tribal-owned enterprises, or renewable energy projects located
within the Nation, APS must provide such service pursuant to APS’s FERC-
regulated open access tariff. APS itself must also comply with the requirements
of its FERC-regulated open access tanff in order to use any transmission service
on its system. APS has a transmussion service reservation for service on its
system that allows i1t to deliver Four Corners power to its retail customers and
has committed to  the Navajo  Nation to preserve that  transmission  service
reservation to support the renewable commitments outlined above that serve APS
retail customers.

WILL APS BE ABLE TO TRANSFER WATER RIGHTS ASSOCIATED
WITH THE FOUR CORNERS POWER PLANT TO THE NAVAJO
NATION?

No. BHP, the original owner of the Navajo Mine, 1s the owner of the water
rights associated with the Four Corners Power Plant and the Navajo Mine. APS
1s willing to help and assist the Navajo Nation in pursuing these rights by making
appropriate introductions, providing background information and encouraging
BHP to engage with the Navajo Nation on this 1ssue.

WILL APS SUPPORT THE NATION IN SEEKING ADDITIONAL
FUNDS FOR COMMUNITY TRANSITION FUNDING?

Yes. APS will support the Nation and other coalitions in seeking other funding
for assistance with community transition. APS also commits that it will
support and encourage other Four Corners participantsto make similar
commitments of support. It should be clear that the commitments made in this

testimony are on behalf of APS only.
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WOULD YOU LIKE TO COMMENT ONJOB RE-DEPLOYMENT
RELATED TO THE CLOSURE OF THE PLANT?

Yes. APS commits to preparing job re-deployment offers with the APS
organization to all APS employees at least six months prior to closure of the
plant.

WOULD YOU LIKE TO COMMENT ON PROPOSED TRANSITION
COMMITMENTS WITH THE NAVAJO COUNTY COMMUNITIES AND
THE HOP1 TRIBE?

Yes. APS assessed these areas, based on the Company’s agreement with Navajo
Nation, and is proposing transition funding as well as other collaborative efforts.
While the size of APS’s impactat Four Corners 1s significantly larger, a
thoughtful, purposeful transition out of coal includes the affected communities
from the Cholla Power Plant and Navajo Generating Station.

IS APS PROPOSING SIMILAR COST RECOVERY FOR THESE
TRANSITION PLANS?

Yes. In regard to the Cholla Power Plant, APS is proposing $12 million to the
Navajo County Communities, to be paid over five yearsto assist in a
transition, with $10.9 million of that amount recovered through APS’s proposcd
AEM and $1.1 million funded by shareholders. APS will also provide job re-
deployment offers within the APS organization to all APS employees at least six
months prior to closure of Cholla. Navajo County Communities primarily
include the Navajo County General Fund, Northland Pioneer College and Joseph

City Unified School Daistrict.

With respect to the Hopi Tribe, APS is proposing $3.7 million to be paid over
five years with $3.35 million recovered through APS’s proposed AEM and
$0.35 million funded by shareholders.
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VIIL

FORMULA AND PERFORMANCE-BASED RATEMAKING

DID APS RECOMMEND THE ADOPTION OF A FORMULA RATE IN
THIS PROCEEDING?

No. In Direct Testimony, APS suggested that a formula rate plan could be an
alternative to multiple adjustment mechanisms and could provide the same
benefits. As discussed in APS witness Snook’s Rebuttal Testimony, APS
continues to believe that adjustment mechanisms offer important benefits to
customers, the utility and the Commuission, and 1s not recommending that they be
replaced with a formula rate.

DID STAFF OR INTERVENORS RECOMMEND FORMULA RATES?

No. There seems to be universal agreement that formula rates are not currently
appropriate for APS. Several intervenors did, however, suggest that the
Commission consider future development of performance-based ratemaking
(PBR) as a method of reducing costs and maintaining appropriate service levels.
PLEASE DESCRIBE PERFORMANCE-BASED RATEMAKING.

PBR, sometimes referred to as performance-based regulation, 1s a method of
utility regulation that—at its extreme—would replace the traditional method of
determining utility revenue based on the value of capital investment used to serve
customers (the cost of service method) with one based on the performance of the

utility in comparison to a set of key metrics.

When considering the implementation of a broad PBR plan, however, it is
important to carefully consider the perverse incentives an improperly-designed
PBR plan can place on the utility.

WHAT DO YOU MEAN BY “PERVERSE INCENTIVE?”

A perverse incentive i1s one that could directly or indirectly encourage or pressure

a utility or its employees to work towards the avoidance of short-term automatic
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VIII.

cconomic penaltics incorporated into a PBR plan at the cxpense of safc system

operation or excellent customer service.

This result can be avoided by designing PBR plans that include, for example,
incentives that provide opportunity for both penalties and rewards and
recognition of the possibility of extraordinary events that would make
achievement of an arbitrary target unlikely.

DOES APS SUPPORT FURTHER DISCUSSIONS ON PBR?

Certainly. APS supports a dialogue with the Commussion, stakeholders and other
interested parties on the effectiveness and appropriateness of PBR for
jurisdictional utilities in Arizona. 1 note that the Commission currently has a
generic docket open on the role of performance incentive mechanisms in
regulated investor-owned electric utility rate cases, and APS will fully participate
in that docket and in any other Commission forum on PBR.’

RECOMMENDED REPORTING REQUIREMENTS

DID YOU REVIEW THE VARIOUS REPORTING REQUIREMENTS
RECOMMENDED BY INTERVENORS IN THIS CASE?

Yes, [ did. Despite not pursuing a direct connection between specific Company
performance metrics and financial implications, a wide range of reporting
requirements were recommended by several intervenors, including outage and
rehiability data, customer service and satisfaction metrics, and rate plan adoption.
The goal of this diverse and detailed reporting, as stated by most intervenors, was
to provide the Commission and stakeholders with information that could be used
to measure the Company’s performance in key areas of safety, reliability and

customer service.

" Docket No. E-00000A-20-0019.
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IS APS WILLING TO PROVIDE THIS INFORMATION TO THE
COMMISSION?

APS understands that the Commission and stakeholders are interested in
reviewing the Company’s performance in certain areas and is open to providing
regular reports to the Commission on a wide variety of statistics and metrics,
including some of the information suggested by Staff and intervenors. Some of
the recommended reporting information is already provided to the Commission in
its otherwise required compliance reporting and some of the requested data APS

simply does not have at this time.

However, APS has carefully reviewed and considered the recommendations of
Staff and intervenors and is proposing reporting on a set of metrics that APS
believes will provide an appropriate overview of the Company’s performance in

the areas of greatest interest: customer service and reliability.

Recommended customer service metrics, which are proposed to be delivered
quarterly, include customer rate selection statistics, Customer Care Center
performance, and customer satisfaction criteria as measured by J.D. Power’s
nationally-recognized customer satisfaction survey. These metrics are discussed

in more detail by APS witness Whiting.

Likewise, recommended reliability reporting statistics include overall distribution
system performance, as well as performance by geographical region, reliability
maintenance program discussions, and fire mitigation impacts on reliability
statistics. These metrics would be reported on an annual basis and are described

in detail in APS witness Tetlow’s Rebuttal Testimony.
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IX.

CONCLUSION

DO YOU HAVE ANY CLOSING REMARKS?

Yes. The revised revenue requirement request discussed in my Rebuttal
Testimony demonstrates that APS has made significant movement to reduce the
impact of its rate request to customers while still maintaining the Company’s
financial integrity and providing benefits over a wide range of stakeholder
interests. This overall request is necessary to fulfill APS’s commitment to its
customers to provide reliable, clean and affordable energy today and into the
future. Implementing the APS Clean Energy Commitment will require APS, its
customers, the Commission, and stakeholders to all work together to achieve a
sustainable energy future for its communities and the state of Arizona. My
colleagues and I are looking forward to fulfilling this commitment.

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.

Iy 8
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II.

REBUTTAL TESTIMONY OF BRAD J. ALBERT
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-01345A-19-0236)

INTRODUCTION

PLEASE STATE YOUR NAME, POSITION, AND BUSINESS ADDRESS.
My name is Brad Albert. I am the Vice President of Resource Management at
Arizona Public Service Company (APS or Company). My business address 1s 400
North 5th Street, Phoenix, Arizona 85004.

DID YOU PREVIOUSLY FILE TESTIMONY IN THIS MATTER?

Yes, I presented Direct Testimony in this case.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

I respond to issues raised in the filed testimony of intervenors in this case related
to my Direct Testimony. While I may not address every detail related to
intervenors’ recommendations, it should not be interpreted that I agree with each
position unless specifically stated within my testimony. I also respond to the
resource planning aspects of questions raised by Chairman Burns in his letters
dated August 11 and September 1, 2020 related to Four Corners retirement
scenarios.

SUMMARY

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY.

Citizen Groups and Sierra Club make a number of comments and recommendations
on the on-going operation of Four Corners. I address the flaws in their analysis, the
biggest of which is a failure to adequately address system reliability. Additionally,
lessons learned from the heat storm of this last summer further discredit the
analysis behind their recommendations. Some of those same lessons can be used
to show what 1s meant by resource adequacy, and why the current AG-X program,

while in compliance with all the rules for the program, does not provide it.
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II1.

APS has analyzed different Four Corners scenarios in its recent Integrated
Resource Plans (IRPs), and most recently in a response letter to Chairman Burns.
1 will discuss the relevant portions of that letter and how it can shed additional light

when discussing the future of the plant.

APS’s ime-of-use (TOU) hours of 3 p.m. to 8 p.m. window are appropriate. That
window is supported by APS’s load shape now and provides the correct price signal

to defer or eliminate the needs for some investments 1n the future.

Later in my testimony, data will show that the solar market in APS’s service
territory remains robust under the resource comparison proxy (RCP) construct. For
that reason, and to continue the Commussion’s decision to decrease the cost shift
to non-solar customers over time, the Company maintains its original proposal to

keep the annual RCP step-downs.

| also defend APS’s avoided cost calculation for rooftop solar exports but agree
with Staff witness Phillip Metzger that it 1s not necessary for the Commission to

make a decision on that in this rate case.

Lastly, I briefly discuss the Ocotillo Modermization Project (OMP), including the
integral role it played in reliability this last summer.

FOUR CORNERS RETIREMENT

A, Intervenor Analysis

DID ANY OF THE INTERVENORS FILE TESTIMONY RELATING TO
FOUR CORNERS RETIREMENT?

Yes. Citizen Groups witnesses Mike Eisenfeld and David Schlissel, and Sierra
Club witness Tyler Comings filed testimony addressing the potential retirement of

Four Corners.
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GENERALLY, WHAT IS THE POSITION OF THESE INTERVENORS
REGARDING FOUR CORNERS?

In general, the Sierra Club and Citizen Groups assert that Four Corners should or
will be retired earlier than currently planned and they assert that lower cost
generation alternatives are available. Specifically, Sierra Club witness Comings
recommends retiring Four Corners as soon as possible, or at least by 2023. He
does not recommend disallowing any past costs at Four Corners, with the exception
of costs that have been incurred and that would be needed to operate the plant past

2023,

Citizen Groups witnesses Eisenfeld and Schlissel posit that Four Corners 1s likely
to retire before 2031 and assert that there are lower cost resource alternatives

available.

DO YOU AGREE WITH SIERRA CLUB AND CITIZEN GROUPS’
ASSERTIONS AROUND THE POTENTIAL RETIREMENT OF FOUR
CORNERS?

No. Their analyses ignore the realities of operating a reliable power system and
use unrealistic or improper assumptions that lead to inaccurate conclusions. Most
of the analyses found in these intervenors’ testimonies focus on future plant
operations and as such have little relevance to this rate case, however, the
intervenors attempt to cast doubt on the economics and rehability of Four Corners
and so I will discuss their analyses in more detail below.

WHAT 1S THE BIGGEST ISSUE WITH THE INTERVENORS
ANALYSIS?

Their analyses do not adequately address system reliability. APS is responsible for
operating an intentionally diverse portfolio of resources and interacting with the

market on a minute by minute basis to rehiably meet customers’ demand. It takes
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carcful planning and a deep understanding of the system and resource capabilitics
to maintain high rehability. However, the intervenors’ studies simply assume
reliability with no evidence to support it.

WHAT 1S THE LIKELIHOOD THAT APS COULD CONTRACT FOR
EXISTING GENERATING ASSETS TO MEET PEAK LOAD
REQUIREMENTS IN THE NEXT FEW YEARS?

I have little confidence that APS would be able to contract for reliable generating
assets in the future. Over the past decade, thousands of MW of generation have
been removed from the western market, either through retirement or utility
purchase of the once large supply of merchant generation. Generation retirements
for example include Four Corners Units 1-3, Cholla 2, Navajo Plant, and San Juan
Units 2 and 3. California has retired San Onofre Nuclear Generating Station
(SONGS) and many natural gas once through cooling units. More retirements are
anticipated in the next few years including Cholla 4 by the end of this year,
followed by San Juan 1 and 4 1n 2022, and Cholla I and 3 in 2025. The market 1s
too tight to assume that it can provide for the reliable replacement of Four Corners
4 and 5 if they were to retire early.

FIRST LET’S DISCUSS SIERRA CLUB WITNESS COMINGS’ AND
CITIZEN GROUPS WITNESS SCHLISSEL’S PROPOSALS TO REPLACE
FOUR CORNERS WITH MARKET PURCHASES. ARE YOU OPPOSED
TO RELYING ON THE MARKET FOR LOW COST POWER?

No, APS continually interacts with the market to reduce fuel and purchase power
costs for customers by allowing us to reduce production from the Company’s
resources at times when wholesale market purchases are available at prices below
APS’s cost to produce. APS is opposed, however, to relying on non-asset backed
market purchases to meet fundamental reliability requirements in tight market

conditions like the western gnid i1s experiencing today and is likely to experience in
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the futurc. Market purchases like the ones used in the intervenors’ cost
comparisons run the risk of being cut when the non-asset backed power is not
available. This was one of the issues that played a role in the rolling blackouts this
summer in California.

WHAT ROLE DOES THE MARKET PLAY IN THE RELIABILITY OF
APS’S SYSTEM?

APS uses asset-backed resources available in the market to help meet reliability
needs such as merchant generators that can dedicate their output or sell to APS
under a tolling agreement. The Company minimizes the use of market purchases
such as those available in the forward market at Palo Verde when the market 1s
short. It 1s also important to note that capacity from the Energy Imbalance Market
(EIM) cannot be used to meet the Company’s reliability requirements. Under EIM
rules, APS 1s required to go into each hour with balanced schedules and not rely on
the market to meet resource adequacy requirements.

DOES THE WESTERN WHOLESALE MARKET IN WHICH APS
OPERATES PAY FOR RELIABILITY?

No. The kind of reliability benefits like resource adequacy that are provided by
Four Corners and many other units are not reflected in the wholesale market prices.
The western wholesale market prices are indicative of power that can be purchased
(or sold) without the backing of a specific generating resource. It 1s not designed
to support profitability of regional power plants, and the market price is largely
driven by the variable costs of the units on the margin hour by hour. In part, one
of the reasons the wholesale market prices are as low as they are, i1s precisely due

to plants like Four Corners that operate day 1n and day out.
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IF RELIABILITY IS NOT EXPLICITLY PURCHASED FROM THE
MARKET, IS A COMPARISON OF REPLACING FOUR CORNERS WITH
MARKET PRICES USEFUL?

No. This analysis fails because if every plant that could potentially have saved
money by being removed from the market was in fact removed from the market,
there would not be enough capacity left to reliably meet customer demand during
high usage periods. In addition, as described more below, the western market 1s
already capacity short as demonstrated by the rolling blackouts this summer, and
there are more planned power plant retirements in the future, so the market cannot
be counted upon to meet future reliability needs. | categorically reject that Four
Corners could simply be replaced with market purchases as it does not present a
viable or comparable alternative to maintain a safe, relhiable system for APS’s
customers.

NOW LET’S DISCUSS MR. EISENFELD CLAIMS THAT APS COULD
SAVE MONEY BY RETIRING FOUR CORNERS IN 2023 AND
REPLACING IT WITH SOLAR PLUS STORAGE AND WHOLESALE
MARKET PURCHASES. FIRST OFF, 1S APS OPPOSED TO
SIGNIFICANTLY INCREASING RENEWABLE ENERGY AND
STORAGE ON YOUR SYSTEM?

Not at all, in fact just the opposite 15 true. In January of this year, APS announced
its Clean Energy Commitment that entails adding significant amounts of renewable
generation, energy storage and ending coal generation by 2031. APS’s plan 15 to

do this 1n a way that is clean, affordable and reliable for customers.

APS’s 2020 IRP, which reflects the Clean Plan Commitment, has nearly 2,000 MW
of new utility scale renewables, plus 1,250 MW of battery energy storage by 2025.
If Four Corners were to retire before 2031, APS’s share of Four Corners would

likely need to be replaced by more than 1,000 MW of additional renewable
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generation plus 1,400 MW of battery cnergy storage on top of what is reflected in
the IRP.

PLEASE EXPLAIN WHY YOU DISAGREE WITH CITIZEN GROUPS
WITNESS EISENFELD’S CONTENTIONS?

Based on the current limited experience with energy storage and affordability
concerns (APS and industry-wide), adding Four Corners replacement on top of
current plans in the near future 1s too costly and risky. Based on the immaturity of
the technology and the limited amount of experience the utility industry has to date,
the amount of energy storage suggested by Citizen Groups witness Eisenfeld 1s too
much too soon and presents a substantial rehability risk to customers.

DO YOU AGREE WITH THE LEVELIZED PRICES CITIZEN GROUPS
WITNESS EISENFELD USED FOR THIS ANALYSIS?

No. Neither the wholesale market, nor renewable generation plus storage provide
the same reliability service as Four Corners, so using a levelized cost comparison
1s inappropriate and does not provide meaningful information that could be used in
a decision-making process. Citizen Groups witness Eisenfeld bases his analysis on
replacement resources taken in isolation that cannot be scaled to replace Four
Corners on APS’s system. It 1s well-accepted that the capacity value of solar
generation decreases as penetration of the resource increases on a given system.
The same is true for energy storage systems. This means it takes far more solar
plus storage than Citizen Groups witness Eisenfeld assumes to replace Four
Corners. Therefore, even if it was not too risky, the levelized price he uses i1s
understated.

WHAT OTHER CONCERNS DO YOU HAVE WITH CITIZEN GROUPS
WITNESS EISENFELD’S ANALYSIS?

Citizen Groups 1s basing its claim on a study prepared by Strategen for the Sierra

Club. There are several major flaws 1n the analysis.
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As stated above, Strategen fails to adcquately consider APS system
reliability and understates both the amount of energy storage that would be
required to replace Four Corners (due to the capacity value of solar
generation and energy storage decreasing as penetration of the resource
increases on a given system), and the relatively limited operating experience
in utility service that the industry has at thas time with grid-scale battery

storage systems.

The Strategen study uses public cost information from a single proposed
solar plus storage project facility that would not apply to APS. It is based
on a small solar plus 3-'2 hour duration energy storage facility that is the
second phase of a project. Some of the project costs of the second phase
were included with the first phase, artificially lowering the cost of the
second phase.! It underestimates the amount of cnergy storage required to
provide the same reliability that Four Corners delivers, and therefore

significantly underestimates the cost of that alternative.

Strategen assumes a 30 percent Investment Tax Credit (1TC) that would not
likely be available for the replacement project, therefore understating the

cost of the alternative.

Strategen’s results appear to be based on a base case retirement of Four
Corners 1n 2038 instead of 2031. Although correct at the time they
performed the study, that assumption 1s ocutdated and overstates the cost of

operating Four Corners.

' See Comments by Arizona Electric Power Cooperative Inc., (AEPCO) in responsc to
The Arizona Coal Plant Valuation Study by Sierra Club and Strategen Consulting, pg. 3,
Docket No. E-00000V-19-0034 (Dec. 31, 2019).
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. The savings reported by Strategen reflect the entire plant, not APS’s 63
percent ownership share, and inflates their estimate.

ARE THERE LESSONS TO BE LEARNED FROM THE ROLLING
BLACKOUTS IN CALIFORNIA ON AUGUST 14TH AND ISTH?

Yes. Californmia has been aggressive in its transition to clean energy and has
incorporated large amounts of renewables nto 1ts system while retiring thermal
assets, and relying on imported power from neighboring regions. The events of
August 14™ and 15" were a result of their planning processes not keeping pace with
those changes, resulting in unintended consequences. This should not hinder
APS’s commitment to a clean energy future but indicates the Company needs to
carefully plan for it.

HAVE THE CALIFORNIA INDEPENDENT SYSTEM OPERATOR
(CAISO) AND THE CALIFORNIA ENERGY COMMISSION (CEC)
DETERMINED THE EXACT CAUSES OF THE ROLLING BLACKOUTS?
CAISO and the CEC 1ssued a Preliminary Root Cause Analysis of the Mid-August

Heat Storm on October 6, 2020. Their analysis identified three high level causes.

1) The climate change-induced extreme heat storm across the western United States
resulted in the demand for ¢lectricity exceeding the existing electricity resource
planning targets. The existing resource planning processes are not designed to fully

address an extreme heat storm like the one experienced in mid-August.

2) In transitioning to a rehable, clean, and affordable resource mix, resource
planning targets have not kept pace to lead to sufficient resources that can be relied
upon to meet demand 1n the early evening hours. This makes balancing demand
and supply more challenging. These challenges were amplified by the extreme heat

storm.
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3) Some practices in the day-ahcad cnergy market cxacerbated the supply
challenges under highly stressed conditions.

WHAT 1S THE RELEVANCE OF ANY OF THOSE CAUSES TO THE
FOUR CORNERS REPLACEMENT STUDIES?

The first cause reflects that there were not enough imports available from other
regions due to the heat storm. Based on this, it 1s confirmed that there are not
surplus generation resources available n the regional wholesale market during
peak customer usage periods to provide the kind of reliability customers expect
from APS. It 1s inappropriate to assume that the market can provide resources,
particularly during peak hours and/or days, as was assumed by Citizen Groups

witness Schlissel.

The second cause shows that APS needs to make sure that planning targets keep
up with the Company’s clean energy transition. APS needs to be intentional and
careful in the way it integrates large amounts of renewables and storage
technologies. APS has an aggressive plan, and significantly adding to it by
replacing a large resource such as Four Corners too early could have serious
rehiability implications.

WAS APS ABLE TO MEET ITS CUSTOMER LOADS DURING THE
AUGUST 14TH AND 1STH HEAT STORM  WITHOUT
INTERRUPTIONS?

Yes, APS was able to meet its customers’ loads on those days. Although, in an
abundance of caution, APS asked customers to conserve, and customers responded

to the call for voluntary conservation.
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WHAT ROLE DID MARKET PURCHASES PLAY FOR APS ON THOSE
DAYS?

APS had a small amount of market purchases from CAISO that were curtailed.
Fortunately, and due to sound resource planning in Arizona, the Company was able
to replace them with APS resources and avoid curtailments for customers.
WHAT ROLE DID FOUR CORNERS UNITS 4 AND 5 PLAY ON THOSE
DAYS?

Four Corners Units 4 and 5 performed very well this summer and were operating
at essentially full power over the late afternoon and evening hours on those two
days, providing significant reliability benefits to the system and to customers. As
I will discuss later in my testimony, the OMP also played a critical role this
summer.

IF FOUR CORNERS HAD ALREADY BEEN RETIRED AS SUGGESTED
BY INTERVENOR WITNESSES, WHAT ROLE WOULD THE MARKET
HAVE PLAYED IN SERVING YOUR CUSTOMERS’ LOADS?

It 1s difficult to say because | cannot retrospectively tell you what resources APS
would have procured to replace Four Corners. But I can say that if APS did not
construct new resources, retiring Four Corners Units 4 and 5 would have removed
over 1,500 MW from the western market, causing a resource-constrained market
to be even more resource-constrained and potentially leading to rolling blackouts
in Arizona, or more extensive rolling blackouts in California.

SIERRA CLUB WITNESS COMINGS COMPARES THE PROJECTED
LEVELIZED COSTS OF OPERATING FOUR CORNERS WITH
GENERIC PURCHASES. HE CONCLUDES APS COULD SAVE MONEY.
DO YOU AGREE?

No. Once again, the witness fails to account for APS’s fundamental obligation to

operate the system rehiably. In order to replicate the reliability provided by Four
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Corners, the Company would nced to significantly increasc the amount of
renewables plus storage. This would increase costs beyond those projected by
Sierra Club. Even assuming, for arguments sake that Sierra Club’s proposed plan
1s cheaper than operating Four Corners, the plan is not workable. For the reasons
explamned above, generic market purchases are not sufficient to replace Four
Corners. | have also discussed the pace of renewables plus storage that would be
required for APS to attempt to replace Four Corners with new assets on top of the
aggressive plan already n place. Sierra Club’s analysis does not hold up when
taken in the context of the scale required and APS system dynamics. It should be
entirely disregarded.

B. APS’s Analysis

HAS APS EVALUATED AN EARLY RETIREMENT OF FOUR
CORNERS?

Yes, inits 2017 IRP, APS evaluated a carbon reduction portfolio that assumed Four
Corners retirement in 2031 rather than 2038, the original retirement date. In
addition, APS recently evaluated retiring the plant prior to 2031 in response to
Chairman Burns’ request.

WHAT DID THE RESULTS IN THE 2017 IRP INDICATE ABOUT THE
RETIREMENT DATE?

The analysis indicated a slight increased cost in the 15-year term if Four Corners
were retired 1n 2031 rather than 2038, and a slight savings in the long term (30
years). These results did not provide a compelling economic reason to advance the
retirement date at that ime. Sierra Club witness Comings alleges APS 1gnored
those results. However, in the IRP 1t was noted, “[s]hould circumstances
significantly change over the course of the Planning Period, the Selected Plan may

be modified to better fit the conditions prevalent at the time such a decision 1s made.
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APS will monitor key variables such as carbon legislation and gas prices which
influence the economics and will continue to evaluate its options.”?

HAS APS EVALUATED RETIRING FOUR CORNERS PRIOR TO 2031?
APS recently evaluated retiring Four Corners before 2031 in response to questions
from Chairman Burns. Until now, however, APS did not evaluate alternatives that
retire Four Corners prior to 2031 for several reasons. Four Corners 1s jointly owned
by APS and four other entities, and together the owners have a coal contract that
runs through 2031. It 1s not an option for APS to retire the plant without the
agreement of the other owners. Furthermore, community impacts of retiring the
plant are significant and must be carefully considered even before such evaluations
could be made, as described by APS witness Barbara D. Lockwood in her Rebuttal
Testimony.

PLEASE SUMMARIZE CHAIRMAN BURNS’ REQUEST.

Chairman Burns asked APS to analyze the rate impacts to customers using four
different cost recovery methods for a number of different Four Corners retirement
dates. The first method was to use accelerated depreciation through the planned
retirement dates. The other three were to recover remaining book value using
securitization at an APS assumed interest rate, and securitization at plus and minus
one percent of the APS’s assumed interest rate. He additionally requested that APS
analyze the rate impacts using the four different cost recovery methods for Cholla
Units 1 and 3 retirement date of 2023.°

WHAT PARTS OF THE RESPONSE ARE YOU ADDRESSING?

In my testimony, I address the resource planning impacts including Four Corners

replacement assets such as renewables plus storage, and the long-term economics

2 APS’s 2017 IRP at 138.
3 The Cholla analysis is addressed in the responsc to the Chairman’s letter, not in this
testimony.
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ot thosc altcrnatives. APS witness Lockwood is addressing the sccuritization
policy issues in her Rebuttal Testimony.

HOW DID YOU ANALYZE THESE ALTERNATIVES?

APS retained an outside consulting firm, Energy and Environmental Economics
Consulting (E3), to evaluate these alternatives using high level modeling based on
information provided in APS’s 2020 IRP. E3 previously worked with APS and a
stakeholder group to model various issues in preparation for the latest IRP filing in
June of this year.

WHAT ARE THE KEY ISSUES RELATED TO RETIREMENT OF FOUR
CORNERS?

The most important issues from a modeling perspective are (1) ensuring that the
replacement resources can provide a high level of reliability so that customers
summertime peak loads are met, and (2) maintaining affordable electric service for

customers.

The high-level modeling performed for this analysis is not meant to provide precise
answers — it 15 intended to be more directional in nature and be responsive to
Chairman Burns’ request.

HOW DID E3 ASSUME THAT LOST FOUR CORNERS GENERATION
WOULD BE REPLACED?

Four Corners could potentially be replaced in a varicty of ways, and E3 assumed it
would be replaced by 600 MW of solar plus storage, 800 MW of storage, and 450
MW of wind. It 1s important to note that due to the high penetration of renewables
and storage expected to be on APS’s system as a result of the Clean Energy
Commitment, it takes a total of 1,400 MW of storage (600 MW stand alone, and
800 MW combined with solar PV) and 750 MW of renewables in the mix to
provide the same approximate on-peak value of APS’s 970 MW share of Four

Corners. The recent occurrences in California demonstrate that the market is no
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longer in a surplus capacity position and should not be relied upon for these
capacity needs. Therefore, the assumption was made that new resources would
need to be built to replace the peak capacity contribution of Four Corners.
WHAT COST ASSUMPTIONS WERE USED FOR THE FOUR CORNERS
REPLACEMENT TECHNOLOGIES?

For the analysis discussed in my testimony, E3 used the resource cost assumptions
from APS’s 2020 IRP.

PLEASE SUMMARIZE THE RESULTS OF THE ANALYSIS.

Figure | below summarizes the analysis and cost impacts of accelerated
depreciation and securitization on Four Corners shutdown years of 2026, 2029, and
2031, and are based on the midpoint of the range of interest rates analyzed in the
response to Commissioner Burns.* Numbers are in millions of dollars over an 18-
year period and are shown as differences in revenue requirement from a Base Case
(e.g. the APS-filed “Accelerate” case from the 2020 IRP).

Figure 1 — Summary of Net Preserve Present Value (NPV)
Revenue Requirement Results

Accelerated Depreciation 2026
NPV costet 4C shutdown. $588million
NPV costthrough 2038 §154 million

Accelorated Depreciation 2029
NPV costthrough 4C shutdown: '$392 million
ough Z038: §74 millon

$189 million

Cumulative NPV Cost Increase vs, Base Case (5 millions)
1
]
o
=1

$5 million
$100 — Securitization 2029 ' \
NPV costthrough 4C shutdown: 52 milllon -
NPV savings through 2038: $204 million Sacuritization 2031 e
50 @Emmmmm e mnn e Pes === - = 1
Securitization 2026 T T=ea T Tma BV 5
o NPV costthrough 4C shutdown: $4milllon S =eg ' =a
-5100 - NPV savings through 2038: $203 million e
-5200 -
5300
2020 2022 2024 2026 2028 2030 2032 2034 2036 2038 2040

4 As discussed in mv testimonv in response to intervenors a 2023 shutdown is not nossible
given the timeframe does not allow adeauate time to procure and assure renlacement
resources required to maintain reliable operations, and therefore has not been modeled.
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Q. WHAT ARE YOUR CONCLUSIONS FROM THESE RESULTS?

A. This figure illustrates two key findings: 1) accelerated depreciation would increase
customer costs for a transition from coal to clean generation, regardless of
retirement date; and 2) the modeling demonstrates potential savings in all
securitization scenarios. It is important to again note that the important operational
and reliability considerations associated with an early shutdown are not reflected
here and must be considered to determine the appropriate path forward.

Q. WHAT IMPORTANT OPERATIONAL AND RELIABILITY
CONSIDERATIONS ASSOCIATED WITH AN EARLY SHUT DOWN
NEED TO BE CONSIDERED?

A. The three most important considerations are that 1) battery energy storage
technology 1s relatively new and has limited experience, 2) APS already has
aggressive clean energy plans including significant amounts of renewables and
energy storage, and adding to those plans significantly increases the risk of reliance
on a relatively immature technology, and 3) the wholesale market cannot be relied
upon to provide the high level of reliability APS and customers expect.

Q. DO YOU BELIEVE THAT THE RETIREMENT DATES FOR THE
SCENARIOS IN THE ANALYSIS ABOVE PRESENT VIABLE OPTIONS?

A. [ have concerns about the viability of retiring Four Corners in 2026. Four Corners
represents a sizable contributor to APS system reliability, and APS as well as the
industry are still learning how to integrate battery energy storage systems into
resource portfolios. Total U.S utility scale battery energy storage installations from
2012 through 2019 amounted to only 1,104 MW/1,703 MWh,® equating to an

average duration of 1.5 hours. In comparison, E3 assumed it would take 1,400

> Energy Storage Monitor, Wood Mackenzie Power & Renewables/U.S. Energy Storage
Association, September 2020.

-16-




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

MW/7,000 MWh of storage (5-hour duration) to replace Four Corners, more than
the entire U.S. industry installed through 2019 as indicated in Figure 2 below.

Figure 2 — Four Corners Replacement Energy Storage
Compared to U.S. Total

Four Corners Replacement Energy Storage
Compared to U.S. Total Installed 2012-2019

8,000 ®EMW B MWh

7,000
6,000
5,000
4,000
3,000

2,000

- - - -
0

U.S. Battery Storage APS Battery Storage Required
Installed 2012-2019 to Replace Four Corners

APS believes the pace of renewable and energy storage systems represented in the
2020 IRP between now and 2025 is appropriate. Beyond 2025, the pace of
additions depends on a number of factors, including commercial demonstration,
adoption of safety standards and affordability to customers. Replacing Four
Corners with renewables and storage by 2026 would increase planned energy
storage additions by about 63-93 percent. This represents a significant increase in
risk of reliance on battery storage technology as compared to the base case.
APS’S 2020 IRP INCLUDES THREE PORTFOLIOS DESIGNED TO MEET
ITS CLEAN ENERGY COMMITMENT. PLEASE DESCRIBE THESE
PORTFOLIOS AND THEIR RELEVANCE TO THE TIMING OF FOUR
CORNERS PLANNED RETIREMENT.

The portfolios set out three possible paths for APS to follow as the Company

pursues the Clean Energy Commitment. They are nearly the same for the first five
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years as APS takes significant steps towards a clean energy future. After 2025,
they diverge in terms of how quickly APS adopts renewable plus storage
technologies. The Bridge Portfolio (Bridge) is moderately aggressive in its
deployment of renewables plus energy storage, and the Accelerate Portfolio
(Accelerate) is the most aggressive of the three plans. The IRP also includes the
Shift Portfolio (Shift) which is in between Bridge and Accelerate. For the purposes
of putting the amount of new resources required to replace Four Corners in
perspective, my testimony only discusses Bridge and Accelerate. In all of the 2020
IRP portfolios, Four Corners retires in 2031. APS has not chosen which path to
follow at this time, and the path that the Company ultimately follows will depend
on energy storage technology development, technology costs and customer
affordability. Advancing the retirement of Four Corners would significantly
increase the adoption of new technology beyond what APS already considers
aggressive implementation of renewables plus storage in those plans. Whether or
not that could be done reliably and cost effectively remains to be seen and should
not be decided today. Figure 3 below illustrates the levels of new utility scale
battery energy storage systems represented in the two bookend portfolios.

Potential Four Corners replacement capacity is indicated by the dotted lines.

Figure 3 — New Ultility Scale Battery Storage in APS 2020 IRP

Grid Scale Energy Storage In APS 2020 IRP
Plus Potential Four Corners Replacement

5,000
' | |

Bridge Portfolio Accelerate Portfolio

4,000

3,500

2,500

2,000

1,500 || |\ ||
| -IlII .lll

2020 2021 2022 2023 2024 2025 2026 2027 2020 2021 2023 2024 2025 2026 2027

Narme Plate Capacity (MW)

3

Energy Storage i Four Comers Replacement
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As can be scen from the chart, adding Four Corners replacement on top of the clean
energy plans would represent a very quick and very large increase in new
technology on the system, and bring more technology risk than 1s appropriate at
this time.

C. Reliability of the Four Corners power plant

DO ANY OF THE WITNESSES IN THIS DOCKET CRITICIZE THE
OPERATIONAL CAPABILITY OF THE PLANT?

Yes. Vote Solar witness Ronny Sandoval and Citizen Groups witnesses Eisenfeld
and Schlissel claim that Four Corners 1s becoming increasingly unreliable and is
likely to continue that trend as the plant ages.

WHAT METRICS DO YOU USE TO QUANTIFY RELIABILITY?
Equivalent Availability Factor (EAF) 1s a key indicator of the reliability of a
generating unit used in the utility industry. EAF reflects the equivalent amount of
time a unit 1s capable of running at full output, factoring 1n scheduled maintenance,
forced outages and umit derates. APS closely monitors EAFs and an important
subset of that — the summertime EAF. The summertime EAF 1s important because
overall system reliability is driven by the high summertime loads.

DO YOU AGREE WITH THE CRITICISMS FROM CERTAIN
INTERVENORS REGARDING THE RELIABILITY OF FOUR
CORNERS?

No. There was a period in the mid-2010s, however, where Four Corners exhibited
lower EAFs than other times before or since due to low capital investment related
to a period of uncertainty regarding the future of the plant. Since that time, the
Company has increased its investment in capital improvements. Accordingly, the

EAF has been much improved over the past three years.
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Figure 4 - Four Corners Summertime Equivalent Availability Factor

Summer EAF - Total Four Corners
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CITIZEN GROUPS WITNESS SCHLISSEL POINTS TO 2020 AS AN
UNRELIABLE YEAR BASED ON THE FIRST SIX MONTHS OF
OPERATION. IS THAT AN ACCURATE ASSESSMENT?

No. Citizen Groups witness Schlissel appears to misinterpret the data. Both units
were taken out of service for scheduled maintenance activities in the spring of
2020. Unit 5 was out of service for more than two months for a scheduled outage.
Quoting the EAF or capacity factors for the first six months, especially in a year
such as this, 1s misleading. As seen in Figure 4 above, Four Corners performed
very well in the summers of 2019 and 2020 and was an essential component in the
Company’s ability to meet its customers’ service needs.

DO YOU EXPECT FOUR CORNERS TO BECOME UNRELIABLE AS
THE PLANT AGES?

[ anticipate that the plant will be maintained in a manner to provide reliable service
to APS customers and the customers of the other owners. As the plant gets closer

to retirement and replacement resources are phased in, it is possible that the
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V.

summertime EAFs could decreasc in the plant’s last few years of service as capital
spending is reduced prior to its scheduled retirement.

CITIZEN GROUPS WITNESS SCHLISSEL RECOMMENDS THAT APS
BEAR THE RISK OF FOUR CORNERS OPERATING DIFFERENT THAN
WHAT IS MODELED IN THE COMPANY’S 2020 IRP. 1S THAT
APPROPRIATE?

No. It is mappropriate to use long-term resource planning information in setting
rates. Information used in planning models such as the ones used in APS’s IRP 1s
generally not the same thing as information used to set rates. When looking out 15
years from a planning perspective, the IRP captures things at a high level, certainly
not at the accounting level used in setting rates.

ON-PEAK TIME-OF-USE WINDOW FOR RESIDENTIAL RATES

WHY IS IT IMPORTANT TO HAVE TIME DIFFERENTIATED RATES,
AND WHAT IS APS’S CURRENT ON-PEAK TIME-OF-USE (TOU)
WINDOW?

The need for new resource capacity is driven by a limited number of high load
hours during the summer. APS’s on-peak rates are intended to incent customers to
shift their usage during these high load hours to lower load hours, thereby saving
all customers money by deferring the need for new resources needed to serve peak
load n the future. APS’s current on-peak time-of-use window is from 3 p.m. to &
p.m. weekdays.

HOW WAS THAT WINDOW DETERMINED?

Determination of the on-peak TOU window i1s a balance between customer
convenience and hourly system load and market prices. | address the load shape
and market price impacts while APS witness Jessica Hobbick addresses customer

impacts.
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In the 2016 rate case, APS demonstrated that from a system load perspective, the
on-peak window for residential rates should be from 3 p.m. to 9 p.m. weekdays,
but those hours were shortened to 3 p.m. to 8 p.m. to provide more evening off-
peak hours to customers and to acknowledge customer convenience.

HAVE YOU UPDATED YOUR ANALYSIS?

Yes. Figure 5 below shows the Company’s projected net load curve for an average
day in July of 2021 as well as the projected wholesale market prices. An average

day in August looks very similar.

Figure 5 - APS Net Load Curve and Wholesale Market Prices — July 2021

APS Net Load and Market Price
July 2021
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WHAT HOURS ARE MOST IMPORTANT FROM A RESOURCE
ADEQUACY AND RELIABILITY PERSPECTIVE?

APS has found that most of the Company’s reliability needs are driven by the 90
highest net load hours in a given year, and APS typically uses a top 90 hours load
analysis to determine the on-peak capacity value of variable resources such as solar

and wind.
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WHEN DO THESE TOP 90 HOURS OCCUR?

Based on APS’s 2021 net load curve, all 90 hours fall in the summer between hours
ending 2 p.m. and 9 p.m. Recognizing that is too wide of a time period for
customers, this data still supports an on-peak window from 3 p.m. to 8 p.m.,

encompassing 84 percent of APS’s top 90 hours, as indicated in Figure 6 below.

Figure 6 — Distribution of APS Top 90 Load Hours in 2021

Distribution of APS Top 90 Net Load Hoursin 2021
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IF THE PURPOSE OF TOU RATES IS TO DEFER FUTURE
INVESTMENT, IS IT APPROPRIATE TO LOOK AT RESOURCE NEEDS
IN FUTURE YEARS WHEN SETTING TOU HOURS?

Yes. APS load shape has changed over the past few years and is expected to
continue to change into the future. Basing TOU hours on outdated, annual
averaged load shape information does not send the right pricing signals to

customers.
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WHAT IS YOUR RESPONSE TO SWEEP AND WRA WITNESS
BRENDON BAATZ’S CRITICISM OF APS’S USE OF FUTURE YEARS
LOAD FORECASTS TO ASSESS TOU HOURS?

As mentioned above the benefit of TOU hours 1s to send a correct price signal to
help defer or reduce peaking investment needed over time. Even if the forecasted
magnitude were to be off, APS’s forecasted hours of peak would not be, and that
15 the drniver for the hours. However, the values presented in my current testimony
ar¢ based on a forecast year of 2021, which should alleviate SWEEP and WRA
witness Baatz’s concern.

WHAT WOULD BE THE IMPACT OF REDUCING YOUR ON-PEAK TOU
WINDOW TO 4:00 P.M. TO 7:00 P.M. AS SUGGESTED BY STAFF
WITNESS DAVID DISMUKES AND SWEEP AND WRA WITNESS
BAATZ?

Only 63 percent of the Company’s top 90 hours occur inside that three-hour
window. That means that there 1s still a significant amount of rehability
considerations outside of that window. Net loads are still very high from 3 p.m. to
4 p.m. and from 7 p.m. to § p.m., and 1t is still important for APS to manage loads
in those periods to defer new resources in the future and save infrastructure costs
for all customers. APS witness Hobbick discusses how customers respond to the
current TOU periods, and | am concerned that if the window was shortened,
customer loads in the hours from 3 p.m. to 4 p.m. and 1n the hours from 7 p.m. to
8 p.m. would be higher than those reflected in the analysis. This would further
reduce the number of hours in those windows to well under 63 percent of the top
90 hours. That does not align top reliability hours with rates, nor send the intended
price signals to encourage thoughtful energy use by customers during peak hours.
Furthermore, in the future as more customers shift their loads by doing such things

as mstalling programmable thermostats and charging electric vehicles, 1t 1s likely
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that they will lower their thermostats and start charging in the first off-pcak hour,
further increasing the load at that time. Ifthat hour starts at 7 p.m., that could create
new peaks and not allow for the long-term infrastructure savings intended by TOU
pricing.

EVEN WITHOUT A CHANGE TO TOU HOURS, 1S APS’S LOAD
SHIFTING LATER IN THE DAY?

Yes. Historically, APS’s annual peak load has occurred at hours ending 4 p.m., 5
p.m. and 6 p.m. The last time the peak load occurred at 4 p.m. was 2006. In three
of the last five years, the peak occurred at 6 p.m. As customers have continued to
add rooftop solar, the peak has shifted later in the day, and APS expects that trend
to continue due to the continuing additions of rooftop solar to the system.
Additionally, when considering the effect of grid scale renewable, the net peak can
be shifted even later in the day. For example, on the peak day of 2020, the
Company’s instantaneous net peak load occurred at 6:24 p.m., 45 minutes later
than the system peak load.

IS THERE STILL ANOTHER WAY TO EXPLAIN WHY A SHIFT TO AN
EARLIER TOU WINDOW IS NOT SUPPORTED BY DATA?

Yes, from a wholesale market price perspective, 1t does not make sense to shave
off the 7 p.m. to § p.m. hour from the current on-peak TOU period. As indicated
in Figure 5 above, wholesale market prices are highest in the 6 p.m. to 7 p.m. hour
(hour 19), and second highest in the in the 7 p.m. to 8 p.m. hour (hour 20).
Removing 7 p.m. to 8 p.m. from APS on-peak TOU period would be misaligned
with wholesale market prices. Retaining that hour in the peak period not only helps
save infrastructure in the long term, but also provides immediate benefits to

customers by reducing on-peak purchase power costs.
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DO YOU HAVE ANY COMMENTS ON STAFF WITNESS DISMUKES’
ANALYSIS THAT HE CONTENDS SUPPORTS SHORTENING THE ON-
PEAK TOU WINDOW?

There are at least three serious shortcomings with his analysis: (1) using annual
average load shapes, (2) using a sub-set of APS customers, and (3) using only
customer load, not system load. Similarly flawed, SWEEP and WRA witness Baatz
analysis sufferers from two of the three issues below as well.

A. Using average load shapes

HOW DOES STAFF WITNESS DISMUKES ANALYZE APS PEAK
HOURS?

Staff witness Dismukes creates the average hourly load for three historical years
(2016, 2017, 2018) for hours ending one through 24 for APS non-solar residential
customers, to determine what APS TOU peak hours should be.

IS THIS AN APPROPRIATE METHOD FOR DETERMINING THE PEAK
WINDOW?

No, 1t 1s not. Since resource needs are driven by the summer period, the analysis
should be based on the summer period load shapes, not annual average. Using
loads outside of the summer have little impact on system reliability and future
resource additions. TOU pricing 1s meant to reduce future mvestment in new
infrastructure, which 1s driven by system net loads in the summer including solar
customers. Staff witness Dismukes 1s completely missing the drivers of new

investment in infrastructure.
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B. Using subset of customer loads

IS THERE AN ISSUE WHEN THE ANALYSIS ONLY CONSIDERS A
SUBSET OF APS CUSTOMERS’ LOAD?

Yes. Staff witness Dismukes analysis uses only APS non-solar residential
customers. APS’s resource needs are driven by the entire system, not just a subset
of the system.

WHY DOES THIS PARTICULAR SHORT-COMING OF THE ANALYSIS
MATTER?

The growing amount of distributed solar generation on the system 1s impacting
load shapes and will impact it more 1n the future. Additional solar will make the
ramping periods steeper, and therefore ignoring solar customers’ usage patterns
does not lead to a complete or meaningful answer.

C. Not using system loads

WHAT IS THE ISSUE WITH ONLY USING CUSTOMER LOAD INSTEAD
OF SYSTEM LOAD?

Similar to the point above, APS has a significant amount of renewable resources
on the system and will continue to add more. The generation from these resources
drops off late in the afternoon and this has a significant impact on future resource
needs. lgnoring the impact of renewables on the system leads to a suboptimal

result.

AG-X AND RESOURCE ADEQUACY

WHAT PART OF CALPINE AND DIRECT ENERGY WITNESS GREG
BASS’ TESTIMONY ARE YOU ADDRESSING?

Calpine and Direct Energy witness Bass contends that the market purchases used
to serve AG-X customers’ load provide resource adequacy. [ discuss resource
adequacy and show that his understanding is not 1n line with industry standards.

AG-X rate implications are addressed by APS witness Leland Snook.
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PLEASE DEFINE RESOURCE ADEQUACY.

North American Electric Rehability Corporation (NERC) defines resource
adequacy as the ability of supply-side and demand-side resources to meet the
aggregate electrical demand (including losses). The Anticipated Reserve Margin,
which 1s based on available resource capacity, 1s a metric used to evaluate resource
adequacy by comparing the projected capability of anticipated resources to serve
forecasted peak demand.

WHAT IS A WESTERN SYSTEMS POWER POOL (WSPP) SCHEDULE C
PURCHASE?

Service Schedule C details the terms for firm sales or exchange service. A
stipulated damages provision applies to failure to deliver or receive power. Firm
service may be curtailed within mutually agreed to recall times, due to force
majeure, or to meet public utility or statutory obligations. In the latter case, if the
seller interrupts, it will pay damages consistent with the terms of the WSPP
Agreement. While Schedule C refers to firm service, it 1s important to note that it
1s financially firm for the buyer, not firm in the sense of physical delivery.

IS A SCHEDULE C PURCHASE SERVED FROM A SPECIFIED UNIT?
No, the seller does not have to designate a specific generating source in order to
commit to a WSPP Schedule C sale. The seller could rely on their ability to
purchase available generation in the spot market (day-ahead or real-time) in order
to find a specific generating source to fulfill the obligations of the sale. This
reliance on spot market purchases will not work when there are no remaining
generation sources available for purchase in the wholesale market. Therefore,
when the market cannot provide, these purchases/sales are subject to curtailment.
HOW DO AG-X CUSTOMERS SERVE THEIR LOAD?

Primarily with WSPP Schedule C purchases.
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CALPINE AND DIRECT ENERGY WITNESS BASS ALLEGES THAT
DURING ITS TOP 100 LOAD HOURS IN 2017, APS ITSELF RELIED
SUBSTANTIALLY ON THESE SAME FIRM WSPP SCHEDULE C
CONTRACTS TO SERVE ITS OWN LOAD. DOES APS RELY ON THOSE
CONTRACTS TO PROVIDE RESOURCE ADEQUACY?

No. While APS did use these contracts to serve customer load, the Company did
not rely on them for resource adequacy purposes. These purchases were made in
the economic interest of serving customers at the lowest cost. With the exception
of AG-X, APS did not show them on the resource plan, did not rely on them for
rehiability purposes and do not mclude them in meeting the reserve margin
obligations. Had these purchases become unavailable or curtailed, APS had
generation assets or asset backed purchases backing them up.

PLEASE EXPLAIN WHAT HAPPENED WITH AG-X CUSTOMERS AS
WELL AS YOUR OWN WSPP SCHEDULE C PURCHASES ON AUGUST
18, 2020.

On August 18, 2020, CAISO curtailed imports into the APS balancing arca from
AG-X suppliers and certain irrigation district suppliers, which the Company was
relying on to serve system load. These imports were supplied from short-term
market purchases which were not backed by firm supplies from a designated power
plant, a capacity contract, or reserves. Therefore, neither of these groups provided
sufficient resource adequacy to serve their loads. In fact, in hour ending 18, almost
60 percent of the AG-X scheduled energy was curtailed. However, the loads of
AG-X customers or irrigation district customers were not curtailed to reflect the
curtailment of generation provided by their generation service providers, and

therefore APS made up for the generation with its own reserves.

In contrast, while APS also experienced a curtailment of CAISO imports

designated for its retail load during this time, the Company was not relying solely
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on these short-term market purchases to be able to serve its retail load. In addition
to its previously procured portfolio of firm resources such as its existing generating
assets and asset-backed purchases which provided a 15 percent reserve margin,
APS also procured day-ahead purchases to better prepare the Company to respond
to potential contingency events, should they occur on August 18th. These firm
resources allowed APS to replace the curtailed CAISO purchases with its reserve
power without impacting reliability.

DOES SHOWING AG-X CAPACITY ON YOUR RESOURCE PLAN MEAN
APS ACCEPTS IT AS PROVIDING RESOURCE ADEQUACY?

No. Especially given the recent experiences with the August heat storm, APS plans
to re-assess how the Company reflects these types of purchases in the IRP.

SOLAR ISSUES — AVOIDED COST METHODOLOGY AND RCP

DID YOU PROPOSE A METHODOLOGY TO CALCULATE THE
AVOIDED COST OF RESIDENTIAL SOLAR EXPORTS IN YOUR
DIRECT TESTIMONY?

Yes. In my Direct Testimony, I proposed a methodology for calculating the
avoided cost of residential solar export energy. Decision No. 75859 (January 3,
2017) stipulated that the RCP methodology be initially used to set the rate to be
paid to residential rooftop solar customers for energy exported to the grid. It also
ordered the development of an avoided cost methodology with five-year
forecasting, within a time frame that will allow its implementation to occur no later
than December 31, 2019.° Once the five-year avoided cost methodology is
finalized, the Commission will have the flexibility to utilize either the avoided cost
methodology or RCP methodology (or a combination of both) in setting a formula
for the DG export rate in subsequently filed electric utility rate cases for use in

annual updates to the export rate.

¢ This has since been revised to December 31, 2020. See Decision No. 77654 dated June
30, 2020.
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DID YOU RECOMMEND THAT YOUR PROPOSED METHODOLOGY
BE USED TO ESTABLISH THE VALUE AT THIS TIME?

No. 1 recommended the continued use of the Commission-approved RCP
methodology to determine the value at this time.

HAVE ANY OF THE PARTIES TO THIS CASE COMMENTED ON YOUR
AVOIDED COST METHODOLOGY TESTIMONY IN THEIR FILED
TESTIMONY?

Yes. This topic was addressed by Staff witness Metzger, Vote Solar witness
Sandoval, and SEIA witness Kevin Lucas.

DID STAFF HAVE ANY RECOMMENDATIONS ON THE
METHODOLOGY?

Staff witness Metzger recommends not addressing the avoided cost methodology
as part of this case because the methodology has far-reaching impacts for
customers across Arizona and 1s best addressed in a separate docket that already
exists.

DO YOU SUPPORT STAFF’S RECOMMENDATION?

Yes, | do. Because the Company 1s currently compensating residential rooftop
solar exports based on Staff’s RCP methodology, it i1s not necessary for the
Commission to approve the Avoided Cost Methodology in this rate case.

WHAT ARE VOTE SOLAR WITNESS SANDOVAL’S
RECOMMENDATIONS?

Vote Solar witness Sandoval recommends that the Commussion should reject the
Company’s methodology because 1t omits several value categories. He contends
that APS has omitted certain value streams from the Avoided Cost Methodology
and has assumed the values are zero because they are difficult to quantify. He

makes another recommendation that | will discuss later.
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DO YOU AGREE WITH VOTE SOLAR’S CONCERNS OVER THE
COMPANY’S METHODLOGY?

No. The Company analyzed each potential value stream and made a determination
of whether or how to value it based on the facts and circumstances. In some cases,
the values actually were zero. In other cases, APS determined it was inappropriate
to assign a value, for example where the costs were hughly speculative.

WHAT CATEGORIES DID YOU ANALYZE AND FIND TO HAVE ZERO
VALUE?

APS assigned zero value to avoided transmission and distribution costs. During
peak load hours, solar customers use almost all of their solar energy to meet their
own energy requirements, and export very little to the grid. Since little 1s exported
at these times, the export energy does not line up well with peak loads and has
limited ability if any to defer transmission and distribution costs. The Company’s
2019 BTA documented that no transmission could be avoided due to rooftop solar
exports, and the Company could not find any distribution upgrades that could be
avoided by the presence of rooftop solar exports. APS left placeholders in the
methodology for those items in case they become non-zero in the future.

DOES VOTE SOLAR WITNESS SANDOVAL MAKE ANY
RECOMMENDATIONS RELATED TO THE COMPANY’S CAPACITY
AND ENERGY LOSS CALCULATIONS?

Yes. Vote Solar witness Sandoval states that the Company is unclear in its
explanation of distribution loss values and recommends that the Company should
be required to conduct load flow and other appropriate studies to quantify the
expected loss reduction impact of Distributed Energy Resources (DERSs).

DO YOU AGREE WITH HIS RECOMMENDATION?

No. The loss values in the proposed methodology are appropriate and are based

on demand and energy loss studies filed in APS rate cases. His recommendation
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to conduct load flow studics is not practical since load flow studics are performed
for a single hour only. Furthermore, APS does not model down to the level of
individual customers, so this recommendation would not produce the result
intended by Vote Solar witness Sandoval.

VOTE SOLAR WITNESS SANDOVAL CLAIMS THAT “CARBON,”
“RESILIENCE” AND “MARKET PRICE RESPONSE” SHOULD BE
INCLUDED IN THE AVOIDED COST. DO YOU AGREE THEY SHOULD
BE INCLUDED?

No. To the extent that carbon 1s an actual cost to customers (such as a carbon tax),
it would already be factored into the avoided energy cost. To the extent he is
referring to a “‘societal cost” of carbon, 1t should be omitted. Societal costs, or
externalities, may sometimes be used in the resource selection process, but once
the resource selection 1s made, customers are only asked to pay for the actual cost

of the resource itself.

Market price response and resilience are highly speculative categories of costs that
could apply to other resources, but because they are speculative have not and
should not be used to calculate avoided costs for any resource. Just because there
may be theoretical ways of calculating such benefits does not mean that they should
be used in ratemaking. These fall into the same area discussed in the Value of
Solar Order where 1t states,

Statt belicves that cconomic bencfits should be considered

qualitatively only and opposcs any adders for them. Statt states that

such costs and benefits are very difficult to quantify, arc not

included in the ratcmaking formula for cxisting gencration and
other facilitics, and arc not uniquc or incremental to DG.7

7 Decision No. 75859 at 110 (Jan. 3, 2017).
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WHAT WAS SEIA WITNESS LUCAS’ RECOMMENDATIONS ON
CONTINUED USE OF THE RCP?

SEIA witness Lucas recommended freezing the RCP stepdown at the 2019 Tranche
level and extending the duration of the RCP price lock to 18 years.

WHAT WAS THE INTENT OF THE COMMISSION IN ESTABLISHING
THE RCP AND AVOIDED COST METHODOLOGY?

Decision No. 75859, Finding of Fact No. 133 states, “[t]here 15 a need for a
valuation of DG methodology that will provide a gradual transition away from the
current net metering model for compensating DG exports, toward compensation of
DG exports that reflects the actual value of DG.”

DOES FREEZING THE RCP EXPORT RATE AT CURRENT VALUES
ACCOMPLISH THAT PURPOSE?

No. The purpose in moving from values established 1n the RCP to avoided cost 1s
to eventually eliminate the cost shift from rooftop solar customers to non-solar
customers. Freezing the rate and extending 1t from ten to 18 years as proposed
perpetuates and increases the cost shift.

DO YOU AGREE WITH SEIA WITNESS LUCAS’S ASSERTION THAT
THE ARIZONA SOLAR MARKET HAS EXPERIENCED A NOTABLE
SLOWDOWN IN GROWTH SINCE THE PRE-RCP PERIOD?

No. The solar market in APS’s service territory has remained healthy following the
transition to the RCP tanff. Figure 7 (using the same Arizona Goes Solar data cited
by SEIA witness Lucas) shows that the solar industry in APS’s service territory
pulled significant demand forward before the net metering grandfathering deadline,
causing a temporary spike in application numbers from September 2016 to August
2017 (represented 1n the chart as the Net Energy Metering (NEM) reform year).
After the transition to the RCP tariff, the market saw a temporary slight slowdown

in the numbers of applications submitted to APS, as solar companies worked to
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install the pipeline of grandfathered projects that had built-up during the NEM
reform year. After that brief slowdown, the number of applications rebounded
under the RCP tariff to equal the number of applications submitted under net

metering.

Figure 7 — Residential Solar Interconnection Applications Submitted to APS

Number of applications submitted to APS

Average number of residential solar interconnection applications submitted
to APS per month under legacy net metering and different RCP value
tranches

1.000
800
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400
©

NEM Year  NEM Year  NEM Year NEM Year  NEM Year  NEM Year NEM Reform RCP Tranche RCP Tranche RCP Tranche
(Sept 10 to  (Sept11' to (Sept12'to (Sept13 to (Sept 14'to  (Sept 15 to Year 2017-12.9 201B-11.6 2019- 105
Aug 11') Aug 12°) Aug 13') Aug 14°) Aug 15°) Aug 16') (Sept 16' to  cents [Sept cents {Oct 18'cents (Oct 19
Aug 17) 17 to Sept toSept 19') to Sept 20')

18')

DO YOU AGREE WITH SEIA WITNESS LUCAS’S CONCERNS ABOUT
SOLAR APPLICATIONS AND INSTALLATIONS IN TEP’S SERVICE
TERRITORY AND THAT THEY SHOULD INFORM DECISIONS
REGARDING APS’S SERVICE TERRITORY?

No. As shown in the Figure 7 above, the solar market in APS’s service territory
has adapted well to the gradual declines in the RCP and a decline in the federal
investment tax credit (which stepped down from 30 percent to 26 percent in 2020).
In regards to the alleged downswing in applications and installations in TEP service
territory, the Arizona Goes Solar data indicates that the solar market in TEP’s

service territory remains strong following the transition to the RCP tariff and a step
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down in the RCP value. Figure 8 below shows that the solar market in TEP’s
service territory experienced the same temporary spike in applications in the year
leading up to the transition from NEM to the RCP tariff (shown as the NEM reform
year), followed by a short-term slowdown, and then a rebound in applications
numbers. Similar to the solar market in APS’s service territory, the TEP solar
market saw an increase in applications after the drop in the RCP value from

Tranche 2018 (9.6 cents/kWh) to Tranche 2019 (8.7 cents/kWh).

Figure 8 - Residential Solar Interconnection Applications Submitted to TEP

Average number of residential solar interconnection applications
submitted per month to TEP under legacy Net Metering and different RCP
export rates tranches
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Number of applications submitted to TEP

HAVE THE SHIFTS FROM NET METERING TO THE RCP TARIFF AND
THE FOLLOWING STEP DOWNS IN THE RCP VALUE CAUSED THE
SOLAR MARKETS IN APS OR TEP SERVICE TERRITORY TO FALL
BEHIND THE TOP SOLAR UTILITIES IN THE WEST?

No. The solar markets in APS and TEP service territories remain national leaders

following the shift to the RCP tariff and step downs in the RCP value. As indicated
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in Table 1 below, more residential solar capacity has been installed per customer
in APS’s service territory than any utility in the west, even surpassing all of the
investor-owned utilities (IOUs) in California.® TEP also compares well with the
California I0Us, with more residential solar capacity installed per residential
customer than Southern California Edison.

Table 1 — Residential Solar Comparison

Residential solar comparison between APS, TEP and other utikties in the westem U.S.

{as of the end ol Q2 2020)

Watts of residential Total MWdc of Total residential

solar installed per residential solar customers served by

Utility residential customer installed utility (millions)
Arizona Public Service 849 934 1.1
San Diego Gas & Electric 813 1,063 1.3
Pacific Gas & Electric 560 2,689 48
Tueson Electric Power 499 192 04
Southem California Edison 437 1,951 45
NV Energy 389 438 11
Rocky Mountain Power 322 263 08
PNM (NM) 246 115 0.5
Xcel Energy (CO) 194 185 1.0
Salt River Project 181 173 1.0,

¥ Residential solar interconnection application and capacity installed data by utility service
territory for Arizona Public Service, Salt River Project, and Tucson Electric Power

smt:fj'rced from Arizona Goes Solar - https://arizonagoessolar.org. Accessed on October
20%, 2020.

Residential solar capacity installed data by utility service territory for Pacific Gas and
Electric, San Diego Gas and Electric, and Southern California Edison sourced from
California Solar Statistics - https://www.californiadgstats.ca.gov/downloads/. Accessed
on October 20™, 2020.

Residential solar capacity installed data by utility service territory for NV Energy, Rocky
Mountain Power (Utah), Public Utility of New Mexico, and Xcel Energy (Cyolorado)
sourced from the U.S. Energy Information Administration and available here
ggtzag:llwww.eia.gov/electricitv/data/eia86lm/#netmeter. Accessed on October 20,

Number of residential customers by utility from the U.S. Energy Information
Administration -https://www.eia.gov/electricity/data.php. Accessed on October 20,
2020.

37




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

VIL

VIIL

SHOULD THE COMMISSION ADOPT SEIA WITNESS LUCAS’
RECOMMENDATION?

No. For the reason stated above, in the interest of all of APS’s customers, the
Commission should reject SEIA witness Lucas’ recommendation.

THE OCOTILLO MODERNIZATION PROJECT (OMP)

PLEASE RECAP YOUR DIRECT TESTIMONY RELATED TO OMP.

As noted in my Direct Testimony, the OMP provides a number of benefits,
including: reliable peaking capacity, flexibility to be able to integrate additional
renewable resources, unique locational value in the APS load pocket, and it is also
cleaner than the generation it is replacing.

CAN YOU ADDRESS WHAT ROLE IF ANY THE OMP PLAYED IN
RELIABLY SERVING YOUR CUSTOMERS THIS SUMMER,
PARTICULARLY DURING THE AUGUST HEAT STORM?

As described in my Direct Testimony, the OMP was a prudent investment for APS
customers. Staff, the Residential Utility Consumer Office, and Arizonans for
Electric Choice and Competition all also include the asset in rate base as a part of
their Direct Testimonies. This past summer highlights the value of a thermal
peaking resource such as the OMP. During the heat storm where desert southwest
utilities were declaring energy supply emergencies or issuing rolling blackouts (as
discussed previously in my testimony), the OMP played an integral role in APS
reliably serving the needs of customers. All five units were either providing energy
to the system or providing necessary operating reserves during the high load hours
on August 14th and 15th.

CONCLUSION

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.
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REBUTTAL TESTIMONY OF ELIZABETH A. BLANKENSHIP
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-01345A-19-0236)

INTRODUCTION
PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS.

My name is Elizabeth A. Blankenship. I am the Vice President, Controller and
Chief Accounting Officer for Arizona Public Service Company (APS or
Company), a subsidiary of Pinnacle West Capital Corporation (Pinnacle West). |
am primarily responsible for overseeing the financial accounting and reporting
functions of the Company and Pinnacle West. My business address is 400 N. 5th
Street, Phoenix, Arizona 85004.

DID YOU PREVIOUSLY FILE TESTIMONY IN THIS MATTER?

Yes. I filed direct testimony in this docket.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

The purpose of my Rebuttal Testimony is to address several adjustments to rate
base and operating income proposed by Staff, the Residential Utility Consumer
Office (RUCO), Arizonans for Electric Choice and Competition (AECC), and
other intervenor witnesses. I will indicate in my rebuttal testimony where the
Company is in agreement with their recommendations and will discuss those that
[ do not believe are accurate or appropriate. While I may not address every detail
related to intervenors’ recommendations, it should not be interpreted that I agree
with each position unless specifically stated within my testimony. In addition, I
will present the Company’s updated information for many pro forma adjustments
and provide the associated updated Standard Filing Requirements (SFR)
Schedules.
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[1.

SUMMARY

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY.

Staff and intervenors 1n this case have proposed both rate base and operating
income adjustments to the Company’s original request. In some cases, these
proposals are for reasonable revisions due to updated information that was not
available at the time the Company filed its original request, or corrections and
adjustments identified during the discovery process. Other adjustments that have
been proposed are inaccurate or inappropriate, or both, and 1 discuss why these
adjustments should either be revised or not accepted at all. Additionally, some
proposed adjustments APS can accept 1n principle but require corrections, which
| also discuss later in my Rebuttal Testimony. Finally, some Staff and intervenor
operating income pro forma adjustments are addressed by APS witnesses Jacob
Tetlow, Leland Snook, Jessica Hobbick, Dr. Ron White, and Barbara Lockwood

in their Rebuttal Testimonies.

SFR Schedules A-1, B-1, B-2, C-1, C-2, and C-3 were updated to reflect the
updated pro forma adjustments. SFR Schedules B-1 through C-3 are attached to
my testimony as Attachment EAB-23RB through EAB-27RB, respectively, while
SFR Schedule A-1 is attached to Mr. Snook’s Rebuttal Testimony. I am
sponsoring the Total Company column for those | have listed above and have
discussed 1n my Rebuttal Testimony. All junisdictional allocations shown on the
SFRs arc sponsored by APS witness Snook. The overall change in the
Company’s rate request, which includes these revisions, 1s addressed by APS

witnesses Lockwood and Snook in their Rebuttal Testimonies.



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

[11.

ITEMS OF AGREEMENT

DOES APS AGREE WITH THE METHODOLOGY USED IN STAFF
WITNESS RALPH SMITH’S CASH WORKING CAPITAL
ADJUSTMENTS?

Yes. APS has reviewed the Cash Working Capital (CWC) adjustments proposed
by Staff witness Smuth and agrees that the calculations are consistent with Staff’s
Test Year revenues and expenses. As discussed below, APS is proposing changes
to pro forma adjustments and those updates are reflected in the Company’s CWC
adjustment, following the same methodology APS used in the mmtial filing and
containing the values proposed 1in my testimony. See Attachment EAB-07RB and
Attachment EAB-08RB.

DOES APS AGREE WITH STAFF WITNESS SMITH’S ADJUSTMENT
TO REMOVE GROWTH RELATED METERS FROM POST-TEST
YEAR PLANT?

Yes, APS agrees with and accepts Staff’s adjustment to remove growth-related
meters from post-Test Year plant (PTYP) amounts, with a slight additional
correction. APS had intended to remove all growth-related items from PTYDP, but
inadvertently included S4.3 million of meters related to growth, which is slightly
higher than the S4.1 million proposed by Staff witness Smith. The difference
between the actual amount removed by APS of S4.3 million and the amount
proposed by Staff witness Smith of $4.1 million is a result of the update to actuals
through June 30, 2020. APS updated the calculation to remove the plant and the
corresponding depreciation, accumulated deferred income taxes (ADIT) and
property tax effects and has provided the new information on Attachment EAB-
(01RB and Attachment EAB-02RB.

DOES APS AGREE WITH STAFF WITNESS SMITH’S ADJUSTMENT
TO REMOVE ACCUMULATED DEPRECIATION AND EXPENSES
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RELATED TO THE DAMAGED AND RETIRED MCMICKEN
BATTERY ENERGY STORAGE FACILITY?

Yes. APS agrees with and accepts Staff’s adjustments to remove the accumulated
depreciation balance and expenses related to the damaged and retired McMicken
Battery Energy Storage Facility. APS revised the O&M adjustment of $359,000
provided 1n Staff witness Smiuth’s testimony to reflect updated expenses of
$659,000. See Attachment EAB-20RB and Attachment EAB-21RB.

DOES APS AGREE WITH STAFF WITNESS SMITH’S ADJUSTMENT
TO REMOVE UTILITY SOLID WASTE GROUP (USWAG) AND
UTILITY AIR REGULATORY GROUP (UARG) DUES AS WELL AS
BAIN CONSULTING COSTS?

Yes. APS agrees with and accepts Staff’s adjustments to remove the USWAG
and UARG membership dues totaling S233,159 and additional Bain consulting
costs totaling $695,000 from Test Year operating expenses in accounts 9302000
and 9200000, respectively. See Attachment EAB-15RB.
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V.

AECC WITNESS KEVIN HIGGINS HAS PROPOSED AN ADJUSTMENT
TO TEST YEAR EXPENSES TO REVISE THE PENSION AND OTHER
POST RETIREMENT EMPLOYEE BENEFIT (OPEB) EXPENSES BY
USING THE AVERAGE OF THE 2019 EXPENSE AND PROJECTED
2020 EXPENSE. IS THIS REASONABLE?

Yes. APS accepts AECC witness Higgins® adjustment to calculate the Pension
and OPEB expense using the average of the 2019 expense and projected 2020
expense. APS has historically utilized the actual annual level of cost as estimated
by the Company’s actuaries, Willis Towers Watson, to derive the adjustment.
This methodology 1s consistent with the way the company measures and
calculates the pension obligation and related expense on an annual basis.
Utilizing AECC witness Higgins® methodology of calculating the cost using the
actual 2019 expense and projected 2020 expense results in a Total Company
reduction to operating income of $10.5 million, which 1s 1n agreement with
AECC’s Total Company operating income adjustment. See¢ Attachment EAB-
16RB.

UPDATES TO PRO FORMA ADJUSTMENTS TO THE TEST YEAR

IS APS UPDATING ANY PRO FORMA ADJUSTMENTS FOR ITS
REBUTTAL TESTIMONY?

Yes. APS 1s updating pro forma adjustments to reflect actual costs to date, known
adjustments 1dentified in the discovery process, and to include the effects and

synchronize the updated pro formas. The following pro formas will be updated:

. PTYP — see section below for a discussion on the updates included (see
Attachment EAB-0IRB, SFR Schedule B-2 (Attachment EAB-24RB),
columns 2-6 and Attachment EAB-02RB, SFR Schedule C-2 (Attachment
EAB-26RB), columns 1-5)
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Property Tax Deferral — updated to reflect final 2019 composite tax rate,
estimated 2020 composite tax rate and amortization period of three (3)
years instead of ten (10) due to the deferral being a refund to customers
(see Attachment EAB-03RB, SFR Schedule B-2 (Attachment EAB-
24RB), column 9 and Attachment EAB-04RB, SFR Schedule C-2
(Attachment EAB-26RB), column 41)

Annualized Property Tax Expense - updated to reflect final 2019
composite tax rate (see Attachment EAB-O5SRB and SFR Schedule C-2
(Attachment EAB-26RB), column 40)

Depreciation Expense — updated to reflect updated depreciation study rates
provided in APS witness White’s Rebuttal Testimony (see Attachment
EAB-06RB, SFR Schedule C-2 (Attachment EAB-26RB), column 33)

Cash Working Capital — updated to reflect all updated and new pro forma
adjustments (see Attachment EAB-07RB, SFR Schedule B-2 (Attachment
EAB-24RB), column 10 and Attachment EAB-08RB, SFR Schedule C-2
(Attachment EAB-26RB), column 45)

West Phoenix 4 Disallowance — updated for known adjustments identified
in the discovery process (see Attachment EAB-09RB, SFR Schedule B-2
(Attachment EAB-24RB), column 8 and Attachment EAB-10RB, SFR
Schedule C-2 (Attachment EAB-26RB), column 29)

Four Corners Selective Catalytic Reduction (SCR) Deferral — updated to
include actual costs through September 30, 2020 and known adjustments
identified in the discovery process (see Attachment EAB-11RB, SFR
Schedule B-2 (Attachment EAB-24RB), column 12 and Attachment
EAB-12RB,SFR Schedule C-2 (Attachment EAB-26RB), column 25)

sdis
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Ocotillo Modernization Project (OMP) Deferral — updated to include
actual costs through September 30, 2020 and known adjustments identified
in the discovery process (see Attachment EAB-13RB, SFR Schedule B-2
(Attachment EAB-24RB), column 11 and Attachment EAB-14RB,SFR
Schedule C-2 (Attachment EAB-26RB), column 26)

Out of Period and Miscellaneous Items — updated for known adjustments
identified in the discovery process to remove additional Bain consulting
costs and USWAG and UARG dues previously discussed (see Attachment
EAB-15RB,SFR Schedule C-2 (Attachment EAB-26RB), column 50)

Normalize Employee Benefits — updated to reflect the averaging of the
2019 actual and 2020 estimated Pension and OPEB costs (see Attachment
EAB-16RB, SFR Schedule C-2 (Attachment EAB-26RB), column 35)

Excess Deferred Tax — updated to reflect amortization pursuant to
Decision No. 77464, Reconstructed Cost New Less Depreciation, and
Total Company amounts to include FERC jurisdictional excess deferred
taxes (see Attachment EAB-17RB, SFR Schedule B-2 (Attachment EAB-
24RB), column 13)

Tax Expense Adjustment Mechanism (TEAM) Balancing Account — new
pro forma adjustment to account for the balancing accounts associated
with TEAM I, II and III and the amortization of those costs (see
Attachment EAB-18RB, SFR Schedule B-2 (Attachment EAB-24RB),
column 14 and Attachment EAB-19RB, SFR Schedule C-2 (Attachment
EAB-26RB), column 53)

Remove Test Year McMicken Battery Costs —new pro forma adjustment to

remove the costs associated with the McMicken Battery contained in the

S
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Test Year and as also previously discussed (see Attachment EAB-20RB,
SFR Schedule B-2 (Attachment EAB-24RB), column 15 and Attachment
EAB-21RB, SFR Schedule C-2 (Attachment EAB-26RB), column 54)

. interest Expense on Customer Deposits Update — updated to reflect the
current customer deposit interest rate that became effective on January 3,
2020 (see Attachment EAB-22RB, SFR Schedule C-2 (Attachment EAB-
26RB), column 32)
AECC WITNESS HIGGINS HAS CRITICIZED SOME OF THE
COMPANY’S PRO FORMA ADJUSTMENTS TO THE TEST YEAR AS
TOO AGGRESSIVE. DOES APS BELIEVE THAT THE COMPANY’S
PRO FORMA ADJUSTMENTS ACCURATELY REFLECT THE
CONDITIONS DURING THE PERIOD IN WHICH RATES ARE
ESTIMATED TO BE IN EFFECT?
Yes. APS believes that the pro forma adjustments included in the application and
supplemented as part of this Rebuttal Testimony collectively reflect the
conditions for the period in which rates are expected to be in effect. APS
disagrees with AECC’s position that APS should not be adjusting the historical
Test Year “for values that either occurred or are projected to occur variously in
2019 or 2020."! AECC’s proposal docs not properly reflect an accurate level of

costs and savings during the period in which rates are in effect.

As stated in my Direct Testimony, pro forma adjustments are adjustments made
to the historical Test Year to properly reflect accurate conditions and an on-going
level of expected costs during the period in which rates are to be in effect.

Because a historical test year is utilized 1in Arizona, it is necessary to make these

! See ACCC Direct Testimony of Kevin C. Higgins at 8 (Oct. 2, 2020).
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types of adjustments for known and mcasurable changes that have occurred. To
exclude these, and therefore not adjust rate base and costs in the historical test
period, would be a disservice not only to APS, but to customers, as many of the
pro forma adjustments result in reductions to revenue requirement and reduce the
rates customers may ulumately pay. For example, pro forma adjustments
included by APS adjust the Test Year to remove one-time or nonrecurring costs,
such as operating and maintenance costs that will no longer be incurred after the
historical Test Year as a result of a plant closure. They also adjust the Test Year
for an ongoing level of costs that have decreased after the historical Test Year,
such as coal reclamation costs. Additionally, and of significance, are those pro
forma adjustments that remove or reduce certain costs from the Test Year in
which forecasted savings or cost reduction 1s anticipated to occur, such as
Customer Affordability. These pro forma examples are just a few of the pro

forma adjustments which result in a reduction 1n revenue requirement.

PTYP ADDITIONS

IS APS PROPOSING AN UPDATE TO ITS PTYP ADJUSTMENT?

Yes. APS reduced the PTYP proposed to be included in rate base by a total of
$66.2 million with a corresponding reduction to pre-tax operating income totaling
$6.9 million. See Attachment EAB-01RB and EAB-02RB for the updated PTYP
information. APS’s proposed adjustments to PTYDP consist of three updates
including of 1) updates for actual amounts through June 30, 2020; 2) revised
depreciation rates; and 3) updates to recognize Staff witness Smith’s adjustment
to remove 54.3 million of growth-related meters. These adjustments are further

described as follows:

. The adjustment to update for actual amounts through June 30, 2020 results
in a rate base reduction of S88.7 million and a corresponding reduction to

pre-tax operating income of $6.4 million;

9.
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. The adjustment for revised depreciation rates, as discussed further below,
results in a rate base increase of 526.8 million and a reduction to pre-tax

operating income of S0.7 million; and

. The adjustment to remove growth-related meters, as discussed above,
results 1n a net rate base reduction of S4.3 million with a minimal impact
to pre-tax operating income.

APS witnesses Tetlow and Snook also rebut certain PTYP related issues in their

testimonies.

DOES APS AGREE WITH RUCO WITNESS FRANK RADIGAN’S

POSITION ON PTYP?

Partially. APS generally agrees with RUCO witness Radigan that, for PTYP to be

included and considered, it must normally be n service by the end of the post-

Test Year period and that the plant must be used and useful. The plant additions

the Company has included in its PTYP (July 1, 2019 through June 30, 2020) are

those that are already in service, used and useful, and providing benefits to
customers today. APS also agrees with RUCO witness Radigan that the Company

15 trying to find an appropriate balance between timely cost recovery and

customer bill impacts. Avoiding potential overlap between growth and PTYP

through the exclusion of revenue producing or growth-related plant investments,
and including accumulated depreciation related to plant-in-service at the end of

the test period, both result in a reduction to the Company’s revenue requirement.

However, APS disagrees with RUCO witness Radigan’s position that certain
investments should be excluded from consideration solely based on size and the
supposed impact on the financial health of the Company. The dollar amount of
the investment does not, in and of itself, establish the value and benefit to the

customer, which is discussed in more detail by APS witness Tetlow.

-10-
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Furthermore, APS disagrees with RUCO witness Radigan’s position that the Test
Year accumulated depreciation be further adjusted to reflect depreciation on
PTYP during the post-Test Year period. APS includes accumulated depreciation,
12-months of annualized depreciation expense computed using the Test Year
plant balance, and proposed depreciation rates as part of PTYP. The Company
believes that this fairly represents ongoing accumulated depreciation in PTYP
and is consistent with methods accepted in prior rate case filings.

DOES APS BELIEVE IT IS APPROPRIATE TO DISALLOW PROPERTY
TAX ON PTYP ADDITIONS AS RUCO WITNESS RADIGAN ASSERTS??
No. The allowance of property tax on PTYP additions is consistent with Decision
Nos. 71448 (Dec. 30, 2009), 73183 (May 24, 2012) and 76295 (Aug. 18, 2017).
Inclusion of property taxes represents known and measurable amounts, and best
reflects the ongoing anticipated expense between when new rates go into effect
and the next rate case. If property taxes are not allowed on PTYP additions, APS
will have no method of recovery for the known and measurable amount that will
be incurred as a result of these additions in the first full year rates would be in

effect.

As stated in my Direct Testimony, in accordance with Paragraph 11.5 of the
Settlement Agreement in APS’s last rate case, APS met and conferred with Staff
and RUCO in September 2019 and discussed APS’s plan to consistently include
property taxes for PTYP. This is in line with other utilities and public utility
commission decisions and gives customers the benefit of the lag between
assessment and payment of property taxes in the cash working capital lead/lag
study, which has the effect of reducing rate base. If RUCO witness Radigan’s

disallowance of property taxes on PTYP is adopted, APS’s cash working capital

2 See RUCO Direct Testimony of Frank W. Radigan at 17 (Oct. 2, 2020).

-11-
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VI

allowance, and hence its rate basc, would need to be increased accordingly. The
Company’s position on this 1ssue is further supported by Staff witness Smith in
his filed Direct Testimony.

DEPRECIATION

DO YOU AGREE WITH RUCO WITNESS RADIGAN’S PROPOSALS TO
REDUCE THE NET PLANT BY APPROXIMATELY $399 MILL1ON AND
THE RELATED REDUCTION IN THE STEAM PRODUCTION
DEPRECIATION ACCRUAL OF $27.6 MILLION REPORTED IN THE
COMPANY’S DEPRECIATION STUDY RELATED TO THE FOUR
CORNERS SCR INVESTMENT?

No. As discussed in the Direct and Rebuttal Testimonies of APS witness
Lockwood, the Company believes that the Four Corners SCR mvestment was
reasonable and prudent and should be included in rate base for this case. As such,
the net plant balance and associated increase in the depreciation expense accrual
contained in APS witness White’s study are stated accordingly. Please see Direct
and Rebuttal Testimonies of APS witnesses Lockwood and White.

RUCO WITNESS RADIGAN ALSO PROPOSES AN ADJUSTMENT OF
$27.9 MILLION RELATED TO AVERAGE SERVICE LIVES AND NET
SALVAGE RATES FOR DISTRIBUTION PLANT. DOES APS ACCEPT
THIS ADJUSTMENT?

No. APS supports the proposed service lives and net salvage rates determined by
APS witness Whiate for all distribution plant accounts. Please see APS witness

White’s Rebuttal Testimony for more information.

-12-
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VIL.

IS APS PROPOSING AN UPDATE TO ITS ANNUALIZED
DEPRECIATION EXPENSE ADJUSTMENT?

Yes, APS is proposing to reduce its pre-tax operating income by $26.8 million.
See Attachment EAB-O06RB. APS 1s proposing this reduction to reflect updated
depreciation study rates provided in APS witness White’s Rebuttal Testimony.

PENSION AND OTHER POST RETIREMENT EMPLOYEE BENEFITS
(OPEB)

IS APS APPLYING THE STANDARD RATEMAKING TREATMENT OF

PREPAYMENT AND UNFUNDED LIABILITIES RELATED TO
PENSION AND OPEB IN THIS CASE?

Yes. As presented in SFR Schedule B-1, the Company 1s and has historically
included both the net pension asset and net OPEB liability in rate base as an
increase and reduction, respectively. Because the pension regulatory asset or
“prepaid pension asset” is larger than the unfunded liability, the Company has a
net regulatory asset and therefore an increase to rate base. Conversely, the OPEB
(net regulatory liability) represents a net decrease to rate base. With respect to the
Company’s qualified pension plan, the Company has contributed more dollars to
the plan than 1t has recognized in actuarially calculated pension expense, resulting
in the regulatory asset balance or “prepaid pension asset.”” Conversely, the OPEB
regulatory liability 1s associated with the retiree medical and post-employment
benefits in which the Company has contributed less than the actuarially
calculated expense. Both the Pension and OPEB rate base amounts are offset by
the accumulated deferred income tax amounts (ADIT) associated with those
assets and habilities. The Company earns a return only on the remaining portion
after the ADIT are subtracted. Table 1 below presents the respective rate base
components. The net amount as presented in Table 1 1s appropriate to include in
the Company’s rate base as it represents shareholder capital that 1s being used for

the benefit of customers.

-13-
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Table 1.

Description
Pension & OPEB Rate Base Items as of 6/30/19 Total
($ in Millions) Company

Pension Regulatory Asset $712.9
OPEB Regulatory Liability (143.0)
Pension Liability (underfunded) (305.2)
OPEB Asset (overfunded) 52.6
Net Deferred Tax Liability (123.3)
Net Rate Base $194.0

DOES APS AGREE WITH AECC WITNESS HIGGINS AND FEA
WITNESS MICHAEL GORMAN THAT PENSION AND OPEB RATE
BASE ITEMS SHOULD BE REMOVED?

No. It is appropriate to include the Pension and OPEB in rate base for several
reasons. First, it is customary for prepayments to be included in rate base,
regardless of whether they are prepayments by the utility (increases to rate base)
or by its customers (reductions to rate base). There is no reason to treat the net
prepayment in this case differently. Second, customers are earning a return on the
pension regulatory asset or “prepaid pension asset,” and therefore it is appropriate
that the Company earn a return on its net prepayment as well. Customers are
earning a return as a result of the annual pension cost, which includes an expected
return on assets (EROA). The return is reflected as a decrease in annual pension

cost,

s
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VIII.

HOW ARE CUSTOMERS BENEFITING FROM THE EROA
COMPONENT OF ANNUAL PENSION COST?

The EROA percentage 1s multiplied by the value of the assets in the pension trust,
and the product of that calculation is subtracted from the annual pension cost.
Therefore, customers receive the benefit of the earnings on the entire amount of
the assets in the pension trust, not just the amount that has been recognized in
annual pension cost. Stated another way, customers are receiving a return on
amounts that they have not yet paid through recognized pension cost. In effect,
the Company has made a prepayment of pension contributions, and customers are
¢arning a return on that prepayment through the EROA. It would therefore be
inequitable and unreasonable to deny the Company a return on the pension

regulatory asset or “prepaid pension asset.”

Additionally, to say that these rate base items have not been specifically brought
before the Commission in prior rate cases 1s incorrect. The Pension and OPEB
rate base components have been presented to the Commission and intervenors by
specifically disclosing them on the face and supporting schedules of SFR
Schedule B-1. Prior to this proceeding, no party has questioned the rate base
treatment of these regulatory assets and liabilities.

SCR AND OMP DEFERRALS

WHY IS IT REASONABLE FOR THE COMPANY TO INCLUDE THE
SCR AND OMP RATE BASE AND INCOME STATEMENT DEFERRALS
IN THE RATE APPLICATION?

As previously discussed in my Direct Testimony and further supported by Staff
witness Smith’s Direct Testimony, as part of the Settlement Agreement approved
in Decision No. 76295, the Company was authorized to defer for later recovery

the costs related to the SCR equipment and OMP.
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In regards to the SCRs, Scction 9.3 of Exhibit A in Decision No. 76295 stated
that, “[t]he Signing Parties agree to use good faith efforts to process this rate
adjustment request such that any resulting rate adjustment becomes effective no
later than January 1, 2019.” While the Sigming Parties to the Settlement
Agreement did 1n fact use good faith efforts to process the Four Corners SCR rate
adjustment so that it would be effective by January 1, 2019, and a Recommended
Opinion and Order was i1ssued by the Administrative Law Judge recommending
approval of the request with minor modifications, a final decision has not
occurred.® As such, the Company is not currently recciving cost recovery of that
deferral. Thus, APS agrees with Staff witness Smith that inclusion of these

expenses in the current proceeding 1s appropriate.

In regards to OMP, Section 10.2 of Exhibit A in Decision No. 76295 stated that,
“[1he entire OMDP will be in service before the rate effective date of APS’s next
general rate case, and the entire OMP investment will be addressed and resolved
in that proceeding.” As such, the Company has included the rate base and income
statement deferrals in this rate case application for consideration and to support
Staff’s ongoing and continued review.

DO YOU AGREE WITH RUCO WITNESS RADIGAN’S PROPOSAL TO
REMOVE THE SCR PRO FORMA ADJUSTMENTS FROM RATE BASE
AND COST OF SERVICE?

No, APS does not agree with Mr. Radigan’s proposal for the reasons discussed
above. Additionally, the investment in the Four Corners SCRs was previously
supported by RUCO as prudent, is indisputably used and useful, and will

continue to benefit customers. Please see the Rebuttal Testimony of APS witness

3 Recommended Opinion and Order (November 27, 2018), Docket No. E-01345A-16-0036 et.al.
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Lockwood for more information related to the prudency of the Four Corners
SCRs.

DID THE COMPANY MAKE ANY CHANGES TO THE SCR AND OMP
DEFERRAL PRO FORMAS?

Yes, APS updated the SCR and OMP deferral pro formas to include actual costs
through September 30, 2020 and known adjustments identified in the discovery
process, which resulted in a rate base reduction of $429,000 and increase of $2.4
million, respectively. The corresponding operating income effects were a
reduction of $84,000 and increase of S197,000 for the SCR and OMP deferrals,
respectively. While this update and change is in alignment with Staff witness
Smith’s recommendation, there 1s a small difference between APS’s updated
amounts and Staff’s as a result of APS’s further updating the amounts with
actuals through September 30, 2020. Previous updates as provided to Staff in the
discovery process included updates only through June 30, 2020.

WILL APS CONTINUE TO DEFER COSTS RELATED TO THE SCR
AND OMP THROUGH THE RATE EFFECTIVE DATE AND ADDRESS
ANY DIFFERENTIAL IN THE NEXT RATE CASE APPLICATION?

Yes, in filing the rate case application as directed, the Company assumed a rate
effective date of January 1, 2021 based on procedural schedule precedence. In the
interest of not increasing the revenue requirement impact to customers 1n this rate
case, the Company has not updated the deferral rate base and income statement
pro formas related to the SCR and OMP deferrals with a new estimated rate
effective date. APS will continue the deferral until the rate effective date and will
address these additional deferrals, with balances from January 1, 2021 until the

rate effective date, in the Company’s next rate case proceeding.
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1X.

INCENTIVE COMPENSATION

DOES APS AGREE WITH RUCO WITNESS RADIGAN, AECC
WITNESS HIGGINS AND STAFF WITNESS SMITH REGARDING
DISALLOWANCE OF CASH INCENTIVE COMPENSATION?

No, the cash incentive 1s a valid cost that APS has incurred for employee
compensation. APS pays for performance, and the cash incentive 1s an 1dentified
portion of the APS compensation available to employees for their participation in
meeting goals that align the success of the business with the interests of APS
customers. RUCO witness Radigan, AECC witness Higgins, Staff witness Smith,
nor any other intervenor in the docket, have even alleged, let alone provided any
evidence, that APS’s overall employee compensation 1s by some standard
“excessive’” or “unreasonable.”” The above-mentioned witnesses’ arbitrary
proposals result in a disallowance of prudent costs that ultimately benefit
customers, and therefore APS continues to support the three-year normalization
and full recovery of cash incentive compensation.

DO YOU AGREE WITH AECC WITNESS HIGGINS’ OPINION THAT
THE FINANCIAL PERFORMANCE COMPONENT OF AN INCENTIVE
PLAN SHOULD NOT BE RECOVERED THROUGH UTILITY RATES?
No, these financial targets and goals directly benefit customers through reduced
rates as costs are effectively reduced. While APS can agree with AECC witness
Higgins’ opinion that it is appropriate that an incentive plan include goals such as
customer satisfaction, operating efficiency and safety, and that rewarding
employees for financial performance can be entirely appropnate, the Company
does not agree with his opinion that shareholders are the primary beneficiaries of

financial targets.
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10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

XI.

MISCELLANEOUS

DOES APS AGREE WITH STAFF WITNESS SMITH’S AND RUCO
WITNESS RADIGAN’S PROPOSALS TO DISALLOW DIFFERENT
PORTIONS OF EXECUTIVE COMPENSATION?

No, APS does not agree with the proposed disallowance of prudent costs incurred
by the Company that are necessary to attract and retain qualified directors and
officers, all of which provide benefit to customers. Please also see the Rebuttal
Testimony of APS witness Guldner for more information on executive

compensation.
PROPERTY TAX DEFERRAL
IS APS PROPOSING AN UPDATE TO ITS PROPERTY TAX DEFERRAL

PRO FORMA ADJUSTMENTS?

Yes. APS updated the property tax deferral, resulting in a rate base reduction of
$6.1 million with a corresponding reduction to pre-tax operating income of S4.2
million. See Attachments EAB-03RB and EAB-04RB for the updated property
tax information. APS 1s proposing this adjustment to reflect the final 2019
composite property tax rate, estimated 2020 composite property tax rate and an
amortization period of three (3) years instead of ten (10) years due to the deferral
being a refund to customers.

DOES APS AGREE WITH PROPOSALS TO DISCONTINUE THE
PROPERTY TAX DEFERRAL?

No. Property taxes can fluctuate significantly year-over-year and represent costs
that the Company cannot control. APS believes it necessary to have a mechanism
in place to allow at least the potential for future recovery or refund to customers
through rates. Allowing APS to defer these costs does not umpact this case and
does not guarantee recovery in subsequent rate cases. The property tax deferral

merely preserves APS’s ability to recover or refund these costs should the
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XII.

XIII.

Commission find them reasonable and prudent at the time actual recovery is
sought.

UPDATED STANDARD FILING REQUIREMENTS

IS APS FILING UPDATED STANDARD FILING REQUIREMENTS TO

REFLECT THE PRO FORMA ADJUSTMENTS DISCUSSED ABOVE?
Yes. APS 15 filing SFR Schedules A-1, B-1, B-2, C-1, C-2 and C-3 (Attachment
LRS-02RB and Attachments EAB-23RB through EAB-27RB) to reflect the pro
forma adjustments and other updates provided in rebuttal.

CONCILUSION

DO YOU HAVE ANY FINAL COMMENTS?

Yes. 1 have addressed a number of operating income and rate basc adjustments
proposcd by Staft and various intervenors in this case — agrecing with somc,
disagreeing or at times correcting others. In cach instance, my goal is to make the
Adjusted Test Year more representative of the period of time rates will become
cffective. I have introduced SFR Schedules A-1, B-1, B-2, C-1, C-2 and C-3
(Attachment LRS-02RB and Attachments EAB-23RB  through EAB-27RB)
which arc updated to reflect the updated pro forma adjustments. Thesc updated
SFRs represent an accurate basis upon which the Commission can cstablish just
and rcasonable ratcs.

DOES THIS CONCLUDE YOUR WRITTEN REBUTTAL TESTIMONY?
Yecs.
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Ling
No.

Cescription

Arizana Public Service Company
Rate Base Pro Forma Adjustments

Test Year Ended 6/30/2019 - UPDATED FOR REBUTTAL

(Dollars in Thousands)

UPDATED FOR REBUTTAL

Attachment EAB-01RB
Page 1 of 1

Total Company

Gross Ltility Plant in Service

Less: Accumulaled Deurecialion and Amorlization

Net Utility Plant in Service

Less: Total Deductions

Total Additions

Total Hate Base

Fossil Generation Nuclear Generation DISF!‘IIt.}UlFOI'I a7 Renewables Fost- Techpology Total Campany
Facilities Post-Test Innovation Fost-
Post-Test Year Post-Test Year Year Plant Test Year Plant Test Year Plant Pest-Test Year
Plant Additicns Plant Additions . Additions i i Plant Additions
Additicns Additions
b 216,918 S 67,704 5 418,060 5 17,0458 5 14,187 % 733,921
201,688 17,283 287,028 25,604 - 531,601
15,230 50,425 131,034 (8,558 14,187 202,320
663,748 4,447 (2,712) 2,485 {150) 72814
= # 438 £ 436
$ (48.518) % 45,978 $ 59,178 % (10,605) $ 14,337 1 120 942

Rebuttal adjustments to Test Year rate base to include actual depreciation, interest expense, property taxes and reduced income tax expense associated

with posi-Test Year plant additions.



Line

No. Description

b -

o

18.

19,

Electric Operaling Revenues
Revenues from Base Rales
Revenues from Surcharges
Other Electric Revenues
Total Electric Operating Revenues

Electric Fuel and Purchased Power Gosts
Oper Rev Less Fuel & Purch Pwr Costs

Other Operating Expenses:
Operations Excluding Fusl Expense
Maintanance

Sublotal

Deprecialion and Amuorlization
Amortization of Gain
Administralive and General
Other Taxes
Total Other Operating Expense

Operating Income Before Income Tax

Interest Expense
Taxable Income

Current Income Tax Rate 24.75%

Operating Incoma (line 15 minus lina 18)

ARIZONA PUBLIC SERVICE COMPANY
Income Statermenl Pro Forma Adjustmenls

Test Year Ended 6/30/2019 - UPDATED FOR REBUTTAL
{Dollars in Thousands)

UFDATED FOR REEUTTAL

Atlachmenl EAB-0ZRE
Page 10l 1

Telal Company

Fossil Generation
Post-Test Year

Muclear Generation
Post-Test Year

Diztribution and
IT/Facilities
Paost-Test Year

Technaology
Innovation
Post-Test Year

Renewables Post-
Test Year

Tatal Company

Past-Test Year

Plant Additions Plant Additions Planl Additions Plant Additions Plant Addilions Planl Additions
- $ - - 3 - - -

9,551 210 21,794 1,419 508 33,480

1,442 453 8,018 265 67 10,245

10,993 663 20,812 1,684 573 43,725

(10,993} (663) (29,812) (1,684) (573) (43,725)

283 938 2,437 264 (159} 3,763

(11,276) (1,601) (32,249) (1,948) (414} (47,488)

(2,791) (396) (7,982) {482) (103} (11.754)

(8,202) $ (267) (21,830) $ (1,202) 470} (31.971)

Rebuttal adjustment to Test Year operations ta include depreciation, interest expense, property taxes and reduced income tax expense associated with post-Test Year Plant Additions.



Line
No.

Attachment EAB-03RB
Page 1 of 1

ARIZONA PUBLIC SERVICE COMPANY
Rate Base Prg Forma Adjustments
Test Year Ended 06/30/2019 - UPDATED FOR REBUTTAL
{Dollars in Thousands)

UPDATED FOR REBUTTAL
Include Property Tax
Deferral
Description Total Co.

Gross Utility Plant in Service $ -

Less: Accumulated Depreciation & Amort. -

Net Utility Plant in Service -
Less: Total Deductions (2,551)

Total Additions (10,308)

Total Rate Base $ (7,757)

Rebuttal adjusiment to Test Year rate base to annualize property taxes calculated using the actual 2019
compaosite tax rate,
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Attachment EAB-04RB
Page 1 of 1

ARIZONA PUBLIC SERVICE COMPANY
Income Statement Pro Forma Adjustments
Test Year Ended 06/30/2019 - UPDATED FOR REBUTTAL
(Dollars in Thousands)

UPDATED FOR REBUTTAL
Property Tax Deferral
Amortization

Description Total Co.

Electric Operating Revenues
Revenues from Base Rates $ -
Revenues from Surcharges -
Other Electric Revenues -

Total Electric Operating Revenues -

Electric Fuel and Purchased Power Costs -

Oper Rev Less Fuel & Purch Pwr Costs -

Other Operating Expenses:
Operations Excluding Fuel Expense B
Maintenance -

Subtotal -

Depreciation and Amortization -
Amortization of Gain -
Administrative and General -
Other Taxes (4,671)

Total Other Operating Expense (4,671)

Operating Income Before Income Tax 4,671

Interest Expense (151)

Taxable Income 4,822

Current Income Tax Rate - 24.75% 1,193

Operating Income (line 15 minus line 18) $ 3,478

Rebuttal adjustment to amortize the property tax deferral as authorized in Decision No. 76295 over 3 years
rather than 10 years.
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Income Statement Pro Forma Adjustments

ARIZONA PUBLIC SERVICE COMPANY

Attachment EAB-05RB
Page 1 of 1

Test Year Ended 06/30/2019 - UPDATED FOR REBUTTAL

Description

(Dollars in Thousands)

Electric Operating Revenues

Fuel Expense
Oper Rev Less Fuel

Operating Expenses:
Operations Excluding
Maintenance

Subtotal

Fuel Expenses

Depreciation and Amortization

Amortization of Gain

Administrative and General

Other Taxes
Total

Operating Income Before Income Tax

Net Deductions
Interest Expense
Taxable Income

Current Income Tax Rate - 24.75%

Deferred Tax

Operating Income After Tax

UPDATED FOR REBUTTAL
Annualize Property

Tax Expense

Total Co.

2,750

2,750

(2,750)

(2,7_50)

(681)

(2,069)

Rebuttal adjustment to Test Year operations to annualize property taxes calculated using the actual

2019 composite tax rate.
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Attachment EAB-06RB
Page 1 of 1

ARIZONA PUBLIC SERVICE COMPANY
Income Statement Pro Forma Adjustments
Test Year Ended 06/30/19 - UPDATED FOR REBUTTAL
(Dollars in Thousands)

UPDATED FOR REBUTTAL
Description Depreciation Expense
Electric Operating Revenues $ -

Fuel Expense =
Oper Rev Less Fuel

Operating Expenses:
Operations Excluding Fuel Expenses 5
Maintenance -
Subtotal -

Depreciation and Amortization 62,940
Amortization of Gain -
Administrative and General -

Other Taxes -
Total 62,940
Operating Income Before Income Tax (62,940)

Net Deductions -
Interest Expense -
Taxable Income (62,940)

Current Income Tax Rate - 24.75% (15,578)

Deferred Tax -

Operating Income After Tax $ (47,362)

Rebuttal adjustment to Test Year operations to reflect updated depreciation study rates based on
revisions to the 2019 Depreciation Rate Study.
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Attachment EAB-O07RB
Page 1 of 1

ARIZONA PUBLIC SERVICE COMPANY
Pro Forma Adjustments to Original Cost Rate Base
Test Year Ended 6/30/2019 - UPDATED FOR REBUTTAL
{Thousands of Dollars)

UPDATED FOR REBUTTAL
Adjust Cash Warking
Capital
Description Total Co.

Gross Utility Plant in Service $ -

Less: Accumulated Depreciation and Amaortization -

Net Utility Plant in Service -
Less: Total Deductions -

Total Additions {8,608)

Total Rate Base % {8,608)

Rebuttal adjustment for updates to cash working capital rate base pro forma adjustment.



Attachment EAB-0BRB
Page 1 of 1

ARIZONA PUBLIC SERVICE COMPANY
Income Statement Pro Forma Adjustments
Test Year Ended 6/30/2018 - UPDATED FOR REBUTTAL
(Dallars in Thousands)

UPDATED FOR REEUTTAL

Adjust Cash Working
Line Capital for Cost of Service
No, Description Pro Formas
Electric Cperating Revenues
1 Revenues from Base Rales $ -
2 Revenues from Surcharges -
3. Otner Electric Revenues S
4, Totzl Electric Operating Revenues -
5. Electric Fuel and Purchased Power Costs -
6. Oper Rev Less Fuel & Purch Pwr Costs g
Other Operating Expenses:
Ta Operalions Excluding Fuel Expense -
8. Maintenance -
9, Subtotal -
10. Depreciation and Amortization -
i f Amortization of Gain =
12. Administrative and Generzal -
13. Other Taxes -
14, Totzl Other Operating Expense -
15. Operating Income Before Income Tax -
16. Inlerest Expense (160)
17. Taxable Income 160
18. Current Income Tax Rate - 24.75% 40
19. Operating Income (line 15 minus line 18) $ (40)

Rebuttal adjustment to Test Year interest expensefar updates to cash working capital rate hase pro forma adjustment.



Attachment EAB-09RB
Page 1 of 1

ARIZONA PUBLIC SERVICE COMPANY
Rate Base Pro forma Adjustments
Test Year Ended 6/30/2019 - UPDATED FOR REBUTTAL
{Dollars in Thousands)

UPDATED FOR REBUTTAL
Include West Phoenix CC Unit #4
Regulatory Disallowance

Line

No. Description Total Co.
1. Gross Utility Plant in Service $ {13,833)
2. Less: Accumulated Depreciation & Amort. (6,432)
3. Net Utility Plant in Service (7,401)
4. Less: Total Deductions (1,514)

5.  Total Additions -

6. Total Rate Base $ {5,887)

Adjustment to Test Year rate base to reflect amortization of regulatory disallowance for West Phoenix CC Unit 4 over
the remaining life as required by ACC Decision Nos. 67744 and 69663.
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Altachment EAB-10RB
Page 1 of 1

ARIZONA PUBLIC SERVICE COMPANY
Income Stalement Pro Forma Adjustmentls
Test Year Ended 6/30/2019 - UPDATED FOR REBUTTAL

Description

Electric Operating Revenues
Revenues from Base Rates
Revenues from Surcharges
Other Electric Revenuss
Total Electric Operating Revenues

Electric Fuel and Purchased Fower Costs
Oper Rev Less Fuel & Purch Pwr Costs

Other Operating Expenses.
Operations Excluding Fuel Expense
Maintenance
Sublotal

Depreciation and Amartization
Amortization of Gain
Administrative and General
Cther Taxes
Total Cther Operating Expenses
Operating Income Before Income Tax

Interest Expense
Taxable Income

Current Income Tax Rate - 24.75%

Operating Income (line 15 minus line 18)

(Daollars in Thousands)

UPDATED FOR REBUTTAL
Include West Phoenix Unit 4
Requlatory Disallowance

{110)
439

109

Rebuttal adjustment to Tesl Year operalions to reflect amorlization of regulatory disallowance of West Phoenix Unit 4 over
the remaining life of the plant as required by previcus ACC Decision Nes. 67744 and 696632, The comrection does not show

due to rounding to thousands.
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Attachment EAB-11RB
Page 1 of 1

ARIZONA PUBLIC SERVICE COMPANY
Pro Forma Adjustments to Original Cost Rate Base
Test Year Ended 6/30/19 - UPDATED FOR REBUTTAL
{Thousands of Dollars)

UPDATED FOR REBUTTAL
Four Corners SCR
Deferral
Description Total Co.

Gross Utility Plant in Service $ -

Less: Accumulated Depreciation and Amortization -

Net Utility Plant in Service -
Less: Total Deductions 10,779

Total Additions 43,550

Total Rate Base $ 32,771

Rebuttal adjustment to Test Year operations to include actual amortization of the Four Corners SCR
deferral through 9/30/2020 and estimated amortization through 12/31/2020.
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ARIZONA PUBLIC SERVICE COMPANY
Income Statement Pro Forma Adjustments

Attachment EAB-12RB
Page 1 of 1

Test Year Ended 6/30/2019 - UPDATED FOR REBUTTAL

(Dollars in Thousands)

Description

Electric Operating Revenues
Revenues from Base Rates
Revenues from Surcharges
Other Electric Revenues
Total Electric Operating Revenues

Electric Fuel and Purchased Power Costs
Oper Rev Less Fuel & Purch Pwr Costs

Other Operating Expenses:
Operations Excluding Fuel Expense
Maintenance
Subtotal

Depreciation and Amortization
Amortization of Gain
Administrative and General
Other Taxes
Total Other Operating Expense
Operating Income Before Income Tax

Interest Expense
Taxable Income

Current Income Tax Rate - 24.75%

Operating Income (line 15 minus line 18)

UPDATED FOR REBUTTAL
Four Corners Deferral

Total Co.

8,147

(8,147)

(8,147-)

(2,016)

$ (6,131)

Rebuttal adjustment to Test Year operations to include actual amortization of the Four Corners SCR

deferral through 9/30/2020 and estimated amortization through 12/31/2020.
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Attachment EAB-13RB
Page 1 of 1

ARIZONA PUBLIC SERVICE COMPANY
Pro Forma Adjustments to Original Cost Rate Base
Test Year Ended 6/30/19 - UPDATED FOR REBUTTAL
{Thousands of Dollars)

UPDATED FOR REBUTTAL
Ocotillo Deferral
Description Total Co.
Gross Utility Plant in Service $ -

Less: Accumulated Depreciation and Amortization -

Net Utility Plant in Service -

Less: Total Deductions 21,180
Total Additions 85,577
Total Rate Base $ 64,397

Rebuttal adjustment to Test Year rate base to include actual amaortization of the Ocotillo Modernization
Project deferral through 9/30/2020 and estimated amortization through 12/31/2020.
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ARIZONA PUBLIC SERVICE COMPANY
Income Statement Pro Forma Adjustments

Attachment EAB-14RB
Page 1 of 1

Test Year Ended 6/30/2019 - UPDATED FOR REBUTTAL

(Dollars in Thousands)

Description

Electric Operating Revenues
Revenues from Base Rates
Revenues from Surcharges
Other Electric Revenues
Total Electric Operating Revenues

Electric Fuel and Purchased Power Costs
Oper Rev Less Fuel & Purch Pwr Costs

Other Operating Expenses:
Operations Excluding Fuel Expense
Maintenance
Subtotal

Depreciation and Amortization
Amortization of Gain
Administrative and General
Other Taxes
Total Other Operating Expense
Operating Income Before Income Tax

Interest Expense
Taxable Income

Current Income Tax Rate -

Operating Income (line 15 minus line 18)

UPDATED FOR
REBUTTAL
Ocotillo Deferral

Total Co.

9,507

(9,507)

(9,50%)

(2,353)

(7,154)

Rebuttal adjustment to Test Year operations to include actual amortization of the Ocotillo
Modernization Project deferral through 9/30/2020 and estimated amortization through 12/31/2020.
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ARIZONA PUBLIC SERVICE COMPANY
Income Statement Pro Forma Adjustments

Attachment EAB-15RB
Page 1 of 1

Test Year Ended 06/30/2019 - UPDATED FOR REBUTTAL

(Dollars in Thousands)

Description

Electric Operating Revenues
Revenues from Base Rates
Revenues from Surcharges
Other Electric Revenues
Total Electric Operating Revenues

Electric Fuel and Purchased Power Costs
Oper Rev Less Fuel & Purch Pwr Costs

Other Operating Expenses:
Operations Excluding Fuel Expense
Maintenance
Subtotal

Depreciation and Amortization
Amortization of Gain
Administrative and General
Other Taxes
Total Other Operating Expense
Operating Income Before Income Tax

Interest Expense
Taxable Income

Current Income Tax Rate - 24.75%

Operating Income (line 15 minus line 18)

UPDATED FOR REBUTTAL
Remove Out of Period and
Miscellaneous ltems

Total Co.

(15,1_35)

(15,136)

15,136

15,136

3,746

$ 11,390

Rebuttal adjustment to Test Year operations to remove out of period and miscellaneous items from

the Test Year period.
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ARIZONA PUBLIC SERVICE COMPANY
Income Statement Pro Forma Adjustments

Attachment EAB-16RB
Page 1 of 1

Test Year Ended 06/30/2019 - UPDATED FOR REBUTTAL

(Dollars in Thousands)

Description

Electric Operating Revenues
Revenues from Base Rates
Revenues from Surcharges
Other Electric Revenues
Total Electric Operating Revenues

Electric Fuel and Purchased Power Costs
Oper Rev Less Fuel & Purch Pwr Costs

Other Operating Expenses:
Operations Excluding Fuel Expense
Maintenance
Subtotal

Depreciation and Amortization
Amortization of Gain
Administrative and General
Other Taxes
Total Other Operating Expense
Operating Income Before Income Tax

Interest Expense
Taxable Income

Current Income Tax Rate - 24.75%

Operating Income (line 15 minus line 18)

UPDATED FOR REBUTTAL
Normalize Employee Benefits

Total Co.

(2,750)

(2,7_50)

(2,7_50}

2,750

2,750

681

$ 2,069

Rebuttal adjustment to Test Year operations to reflect averaging the actual 2019 and estimated 2020

pension and OPEB costs.
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Attachment EAB-17RB

Page 1 of 1
ARIZONA PUBLIC SERVICE COMPANY
Pro Forma Adjustments to Original Cost Rate Base
Test Year Ended 6/30/2019 - UPDATED FOR REBUTTAL
(Thousands of Dollars)
UPDATED FOR REBUTTAL
RCND
Excess Deferred
Taxes Excess Deferred Taxes
Description Total Co. Total Ce.
Gross Utility Plant in Service 3 - $ -
Less: Accumulaled Deprecialion and Amortization - -
Net Utility Plant in Service - -
Less: Total Deductions (190,188) (349,882)
Total Additions - -
Total Rate Base $ 190,188 3 349,882

Rebuttal adgjustment to Rate Base to reflect amortization of excess deferred taxes after the Test Year which
have been refunded to customers through the TEAM pursuant ta Decision No. 77464.



Line
No.

Attachment EAB-18RB
Page 1 of 1

ARIZONA PUBLIC SERVICE COMPANY
Pro Forma Adjustments to Original Cost Rate Base
Test Year Ended 6/30/2019 - UPDATED FOR REBUTTAL
(Thousands of Dollars)
UPDATED FOR REBUTTAL
TEAM Balancing Accounts
Description Total Co.

Gross Utility Plant in Service $ =

Less: Accumulated Depreciation and Amortization -

Net Utility Plant in Service -
Less: Total Deductions -

Total Additions 6,556

Total Rate Base $ 6,556

Rebuttal adjustment to include balancing accounts associated with the TEAM |, TEAM Il and a
portion of TEAM IIl adjustor mechanisms as of September 30, 2020 in rate base.
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ARIZONA PUBLIC SERVICE COMPANY
Income Statement Pro Forma Adjustments

Attachment EAB-19RB
Page 1 of 1

Test Year Ended 6/30/2019 - NEW FOR REBUTTAL

(Dollars in Thousands)

Description

Electric Operating Revenues
Revenues from Base Rates
Revenues from Surcharges
Other Electric Revenues
Total Electric Operating Revenues

Electric Fuel and Purchased Power Costs
Oper Rev Less Fuel & Purch Pwr Costs

Other Operating Expenses:
Operations Excluding Fuel Expense
Maintenance
Subtotal

Depreciation and Amortization
Amortization of Gain
Administrative and General
Other Taxes
Total Other Operating Expense
Operating Income Before Income Tax

Interest Expense
Taxable Income

Current Income Tax Rate - 24.75%

Operating Income (line 15 minus line 18)

NEW FOR REBUTTAL
TEAM Balancing Account
Amortization

Total Co.

Rebuttal adjustment to Test Year operations to reflect amortization of the Tax Expense Adjustment

Mechanism Balancing Account from the rate effective date over ten years.
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ARIZONA PUBLIC SERVICE COMPANY
Pro Forma Adjustments io Original Cost Rate Base

Attachment EAB-20RB
Page 1 of 1

Test Year Ended 06/30/2019 - NEW FOR REBUTTAL

(Thousands of Dollars)

Description

Gross Utility Plant in Service

Less: Accumulated Depreciation and Amortization
Net Utility Plant in Service

Less: Total Deductions

Total Additions

Total Rate Base

NEW FOR REBUTTAL
Remove McMicken from the

Test Year
Total Co.
$ -
1,041
(1,041)
$ (1,041)

Rebuttal adjustment to remove amounts in accelerated depreciation related to cost of removal for the

McMicken Battery Energy Storage Facility.
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ARIZONA PUBLIC SERVICE COMPANY
Income Statement Pro Forma Adjustments

Attachment EAB-21RB
Page 1 of 1

Test Year Ended 06/30/2019 - NEW FOR REBUTTAL

(Dollars in Thousands)

Description

Electric Operating Revenues
Revenues from Base Rates
Revenues from Surcharges
Other Electric Revenues
Total Electric Operating Revenues

Electric Fuel and Purchased Power Costs
Oper Rev Less Fuel & Purch Pwr Costs

Other Operating Expenses:
Operations Excluding Fuel Expense
Maintenance
Subtotal

Depreciation and Amortization
Amortization of Gain
Administrative and General
Other Taxes
Total Other Operating Expense
Operating Income Before Income Tax

Interest Expense
Taxable Income

Current Income Tax Rate - 24.75%

Operating Income (line 15 minus line 18)

NEW FOR REBUTTAL
Remove McMicken
Expenses from the Test
Year

Total Co.

(261)

(659-)
(43)

(963)

963

(19)

982

243

$ 720

Rebuttal adjustment to Test Year operations to remove expenses related to the damaged and retired

McMicken Battery Energy Storage Facility.
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Attachment EAB-22RB
Page 1 of 1

ARIZONA PUBLIC SERVICE COMPANY
Income Statement Pro Forma Adjustments
Test Year Ended 6/30/2019 - UPDATED FOR REBUTTAL
(Dollars in Thousands)

UPDATED FOR REBUTTAL
Include Interest Expense on
Customer Deposits

Description

Electric Operating Revenues
Revenues from Base Rates $ -
Revenues from Surcharges -
Other Electric Revenues -
Total Electric Operating Revenues -

Electric Fuel and Purchased Power Costs 5
Oper Rev Less Fuel & Purch Pwr Costs -

Other Operating Expenses:

Operations Excluding Fuel Expense 1,270
Maintenance -
Subtotal 1,270

Depreciation and Amortization -
Amortization of Gain -
Administrative and General -
Other Taxes

Total Other Operating Expense 1,270

Operating Income Before Income Tax (1,270)

Interest Expense -
Taxable Income (1,270)

Current Income Tax Rate - 24.75% (314)
Operating Income (line 15 minus line 18) $ (956)

Rebuttal adjustment to Test Year operations to update the operating income impact of interest on
customer deposits using January 2020 interest rates.



ARIZONA PUBL|C SERVICE COMPANY

Attachment EAB-23RB

SUMMARY OF ORIGINAL COST RATE BASE ELEMENTS Page 1 of 2
TOTAL COMPANY AND ACC JURISDICTION
TEST YEAR ENDED 6/30/2019 - UPDATED FOR REBUTTAL
{Thousands ol Dollars)
Original Cost
Tolal Company ACC
UPDATED FOR REBUTTAL UPDATED FOR REBUTTAL
Unadjusted Adjustad Unadjusted Adjusted
Line Test Year Ended Test Year Ended Test Year Ended Test Year Ended Line
Mo, Dascriplion 6/30/2019 (a) Pro Forma (a) B/30/2019 (8) 8/30/201% (a) Pro Forma {a) 6/30/2019 (a) No.
(A) (B) () (D) (E) (F)
1 Gross utility plant in service 3 20,668,805 $ 720,088 S 21,388,893 3 17,522,154 § 703,966 3 18,228,120 1
2 Less: Accumulaled deprecialion & amorlization 7,287,041 526,210 7,793,251 8,323,170 514,999 6,838 189 2.
3. Net utility plant in service 13,401,764 193,878 13,595,642 11,198,984 188,967 11,387,851 3.
Deductions:

4, Deferred income laxes 1,908,074 100,708 2,008,782 1,803,465 100,810 2,004,075 4.
8. Deferred investment tax credits (b) 197,749 197,749 196,800 198,800 5.
6. Customer advances (b) 174,411 174,411 145,118 145,118 6.

7 Customer deposits 81,423 81,423 81,423 81,423 7

8 Liabilities far pension benefils 305,207 306,207 280,175 280,175 8

8 Liability for asset retirements (b) 744,955 744,955 741,379 741,379 9.
10. Otner deferred credits 11.807 11,807 10,827 10,827 10.
11. Coal mine reclamation (b) 197,443 197,443 196,575 186,575 11
12. Unrecognized Llax benefils (b) 42,313 42,313 35,241 35,241 12.
13. Operating lease liabilities {b) 111,553 111,553 79,892 79,892 13.
14, Regulatory lizbilities 2,008,573 (190,188) 1,818,385 1,288,202 {176.096) 1,812,107 14.
15. Total deductions 5,783,508 (89.481) 5.694,028 5.659,096 (75,486) 5,683 610 15,

Additions:

16. Regulatory assets 1,283,538 138,590 1422,128 1,197,111 137,542 1,334,653 16.
17. Other deferred debits 38,202 38,202 32,908 32,908 1¥.
18. Nuclear Decammissioning trust (b) 950,448 950,448 845,888 945,886 18.
19, Other special use funds (b) 241,558 241,558 240,398 240,395 19.
20. Assets for other postretirement benafits (k) 52,611 52,611 48,296 48,296 20
21. Operating lease right-of-use assets (b) 174,320 174,320 135,941 135,941 21.
22 Allowance for working capital (c) 384,155 (8,608) 375,547 361,745 (7,902) 363,843 22,
23, Total additions 3,124,832 129,982 3.254,814 2,962,286 129,540 3,091,526 23
24, Total rate base 5 10,743,088 3 413,341 5 11,156,429 3 B.502,175 ] 384,093 8,686,268 (d) 24.

Supparting Schedules:
(a) B-2
(o) E-1
(¢) B-5

NOTE: There may be variances in displayed values due to rounding

Recap Schedules:
d) A-1
Schedule B-1
REBUTTAL
Page 10of 2



ARIZONA PUBLIC SERVICE COMPANY
SUMMARY QF ORIGINAL COST RATE BASE ELEMENTS

Attachment EAB-23RB

Page 2af2
TOTAL COMPANY AND ACC JURISDICTION
TEST YEAR ENDED 8/30/2019 - UPDATED FOR REBUTTAL
(Thousands of Dollars)
RCND
Tolal Company ACC
UPDATED FOR REBUTTAL UPDATED FOR REBUTTAL
Line Unadjusted Adjusted Unadjusted Adjusted Line
Test Year Ended Test Year Ended Test Year Ended Test Year Ended
No. Description 6/30/2018 (a) (¢) Pro Forma (a) 6/30/208 (a) 6/30/2019 {(a) (d) Pro Forma (8) 6/30/209 (a) Ne.
(A) (B) (©) D) &) )
1. Gross utility plant in service $ 39,178,979 $ 720,088 -] 30,899,067 $ 33.214.31 $ 703,967 § 33918278 1.
2. Less: Accumulated depreciation & amaortization 14 524,296 526,210 15,050,507 12,637,825 515,000 13,152 825 2.
3. Net utility plant in service 24,654,653 193.878 24,848,561 20,576,485 188,967 20,765453 8\
Deductions:
4, Deferred income laxes 3,583,236 100,708 3,663,944 3.554,629 100,610 3,855,239 4.
i Defarred investmant tax credits (b) 197,749 187,749 186,800 196,800 B
B. Customer advances (D) 174,41 174,411 145,118 145,118 6.
Fi Custamer deposits 81,423 81,423 81,423 81,423 7
8. Liabilities for pension benefits 305,207 305,207 280,175 280,175 8.
9. Liability for assel retirements (b) 744,955 744 955 741,379 741,378 9,
10. Other defarred cradits 11,807 11,807 10,827 10,827 10.
1. Coal mine reclamation (b) 197,443 187,443 198,575 196,575 11.
12, Unrecognized tax henefits (b) 42,313 42 313 35241 35,241 12.
13. Operating lease liabilities (b) 111,553 111,553 79,892 79.892 13.
14. Regulatory liabilities 3,055,517 (349.882) 2.705,635 3.024,528 {(323,956) 2700572 14
15. Total deductions 8,485,614 (249.174) B.2386,440 B.346,585 (223,346) 8,123,239 15.
Addilions:
16. Regulatory assets 1,283,538 138,580 1,422 128 1,187,111 137,542 1,334 653 16.
i7. Other deferred debits 38,202 38,202 32,908 32.908 17.
18. Nuclear Decormmissioning trust (b) 950,448 850,448 845 886 945 886 18.
9. Other special use funds (b) 241,558 241,558 240,398 240,328 18.
20. Assets for other postretirement benefits (b) 52,611 52,611 48,296 48.296 20.
21. Operating leasa right-of-use assets (h) 174,320 174 320 135,941 135.941 24,
22 Allowance for working capital (c) 384,155 (8.608) 375547 3B1,745 {7,902) 353,843 22,
23. Total additions 3,124,832 129 982 3.254,814 2.962 286 129,640 3,091,926 23.
24, Total rate base $ 19,293,901 3 573034 (d) S 19.866935 (d) % 15,182 186 3 541,954 (d) § 15734140 (d){e) 24

Supporling Schedules:
(a) B-3

(b) E-1

(c) B-5

(d) B-4a

NOTE: There may be varlances in displayed values due to rounding.

Eecap Schedules:
(e) A-1

Schedule B-1

REBUTTAL
Page 2 of 2



Attachment EAB-24RB

ARIZONA PUBLIC SERVICE COMPANY Page 1 of 6
ORIGINAL COST RATE BASE PRO FORMA ADJUSTMENTS
TEST YEAR ENDED JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Dallars)

(1) 2) 3
UPDATED FOR REBUTTAL UPDATED FOR. REBUTTAL UPDATED FOR REBUTTAL
Actual at End of Fassil Genearation Nuclear Ganeration
Test Year 6/30/2019 Post-Test Year Plant Additions Post-Test Year Plant Additions
Line (a) (a)
No. Description Total Co. ACC Total Co. ACC Total Co. ACC
(A) (8) (C) (D) (€) (F)
1. Gross Utility Plant in Service $ 20,688,805 % 17,522,154 $ 216,818 3 215,877 $ 67,703 $ 67,283
2, Less: Accumulated Depreciation & Amort. 7,267,041 €,323,170 201,688 200,720 17,283 17,200
2 Mat Utility Plant in Servica 13.401,764 11,198,884 15,230 18,157 50,425 50,183
4. |Less: Total Deductions 5,783,508 5,669,006 63,748 63,442 4,447 4 426
& Total Additions 3.124,832 2,962 236
6. Total Rate Base 3 10,743,088 $ 8,502,175 % (48.518) 3 {48,285) $ 45 9738 $ 45757
PRO FORMA WITNESS: BLANKENSHIP/TETLOW BLANKENSHIP/TETLOW
1. Jurisdiclional 1. Jurisdiclicnal
PRO FORMA FUNCTIONALIZATION 2 Assignﬂd to Production - Demand 2 Assignerﬂ to Praductian - Demand
(DEMPROD1) (DEMPROD)

or ALLOCATION FACTOR:
[WITNESS: SNOOK]

(1) Test Year Total Deductions and Total Additicns are shown on Schedule B-1, page 1.

(2) Rabuttal adjustmant to Test Yaar rate base ta include actual depreciatian, intersst expense, proparty taxes and reduced income tax expensa
essociated with Fossil Generalion Post-Test Year Plant Additions.

(3) Rebuttal adjustment to Test Year rate base to include actual depreciation, interest expense, property taxes and recuced income tax expense
associated with Nuclear Generation Post-Test Year Plant Additions.

Supporting Schedules Recap Schedules:
(a) B-1 (b) B-1

Schedule B-2
REBUTTAL

NOTE: There may be variances in displayed values due to rounding. Page 1 of 6



ARIZONA PUBLIC SERVICE COMPANY
ORIGINAL COST RATE BASE PRO FORMA ADJUSTMENTS
TEST YEAR ENDED JUNE 30, 2012 - UPDATED FOR REBUTTAL

(Thousands of Dallars)

4)

UPDATED FOR REBUTTAL
Distribution and IT/Facilities
Fost-Test Year Plant Additions

(5)

UFDATED FOR REEUTTAL
Technolagy Innovation
Post-Test Year Plant Additions

Attachment EAB-24RB
Page 2 of 6

(6)

UPDATED FOR REBUTTAL
Renewahies
Paost-Test Year Plant Additions

LF\IIZD Description Total Co. ACC Tetal Co. ACC Total Co. ACC

(G) (H ] ) (K) (L)
1 Gross Utility Plant in Service $ 418,080 $ 403 237 5 14,187 $ 14,187 $ 17,048 5 17,048
2. Less: Accumulated Depreciation & Amort. 287,025 276,638 - - 25,604 25,604
3 Net Utility Plant in Service 131,034 126,403 14,187 14,187 (8,556) (8,556)
4, Less: Total Daductians 2,284 (150) (150) 2,485 2,485
5. Total Additions 438 436
6. Total Rate Base $ 128,750 $ 123,897 3 14,337 3 14,337 $ (10,605) 3 (10,605)

PRO FORMA WITNESS: BLANKENSHIP/TETLOW BLANKENSHIP/TETLOW BLANKENSHIP/TETLOW

PRO FORMA FUNCTIONALIZATION
or ALLOCATION FACTOR:
[WITNESS: SNOOK]

Supporting Schedules
{a) B-1

1. Jurisdictional

2. Distribution functionalizad on Distributian
and IT/Facilities functionalized on Wages &

Salaries

1. ACC Specific
2. Functionalized on Distribution

1. ACC Specilic
2. Renewahles functionalized on Demand
Production (Retail DEMPRODA1)

(4) Rebuttal adjustment to Test Year rate base to include actual depreciation, interest expense, property taxes and reduced income tax expense
associated with Distribution and IT/Fagilities Post-Test Year Plant Additions.

(5) Rebutial adjustment to Tesl Year rale base to include aclugl depreciation, inlereslt expense, properly taxes and reduced income lax expense
associated with Technolagy Innovation Post-Test Year Plant Additions.

(6) Rebuttal adjustment to Test Year rate base to include actual depreciation, interest expense, property taxes and reduced income tax expense
asscciated with Renewables Post-Test Year Plant Additions.

NOTE: There may be variances in displayed values due to rounding.

Rec chedules:
(b) B-1

Schedule B-2
REBUTTAL
Page 2 of 6



ARIZONA PUBLIC SERVICE COMPANY
ORIGINAL COST RATE BASE PRO FORMA ADJUSTMENTS
TEST YEAR ENDED JUNE 30, 2012 - UPDATED FOR REBUTTAL

(Thousands of Dallars)

)

Cloud Computing

(8)

UPDATED FOR REEBUTTAL
Include Weast Phaenix Unit 4
Reguiatory Disallowance

Attachment EAB-24RB
Page 3 of 6

(9

UPDATED FOR REBUTTAL
Include Praperty Tax Daferral

Lh:'f;C Description Total Co. ACC Total Co. ACC Total Co. ACC
(M) (N} (0) (P) @ (R)
1, Gross Utility Plant in Service $ - 3 - $ (13.833) S {13,767) $ - $ -
2 Less: Accumulated Depreciation & Amort. - - (6,432) ° (5,1;01) - -
3 Net Utility Plant in Service - - (7.401) (7,365) - -
4 Less: Total Deductians - - (1,514) (1,507) (2,551) (2,651)
5. Total Additions 12.779 11,731 - (10,308) (10,308)
6. Total Rate Base 3 12.779 3 11,731 $ (5.887) 3 (5.859) $ (7.757) 3 (7.757)
PRO FORMA WITNESS: BLANKENSHIP BLANKENSHIP BLANKENSHIP

PRO FORMA FUNCTIONALIZATION
or ALLOCATION FACTOR:
[WITNESS: SNOOK]

Supporting Schedules
(a) B-1

1. Jurisdictional
2. Functionalized on Wages & Salaries

1. Jurisdiclional
2. Assigned to Praduction - Demand
(DEMPRODT)

1. ACC Specific

2. Distribution Property Tax functionalized on
Distribution and Generation Property Tax
functionalized on Demand Production (Retail
DEMPROD1}

(7) Adjustment to Test Year rate base to reflect the impacts of Cloud Computing In alignment with NARUC's

Cloud Computing Resolution

(8) Rebuttal adjustment lo Test Year rale base lo reflect amortization of regulatory disallowance of West Phoenix Unit 4 over the remaining life
of the plant as required by previous ACC Decision Nos. 67744 and 69663.

(9) Rebuttal adjustment to Test Year rate base to annualize property taxes calculated using the actual 2019 composite tax rate.

NOTE: There may be variances in displayed values due to rounding.

Recap Schedules:
(b) B-1

Schedule B-2
REBUTTAL
Page 3 of 6



ARIZONA PUBLIC SERVICE COMPANY
ORIGINAL COST RATE BASE PRO FORMA ADJUSTMENTS
TEST YEAR ENDED JUNE 30, 2012 - UPDATED FOR REBUTTAL

(Thousands of Dallars)
(10

UPDATED FOR REBUTTAL
Adjust Cash Warking Capital
for Cost of Service

(1)

UPDATED FOR REBUTTAL
Include Ocotillo Deferral

Attachment EAB-24RB
Page 4 of 6

(12)

UPDATED FOR REBUTTAL
Include Four Corners SCR Deferral

Line
No. Description Total Co. ACC Total Co. ACC Total Ca, ACC
(s) (1) ) V) (W) (X)
1, Gross Utility Plant in Service $ - $ - $ - 5 - $ $ -
2. Less: Accumulated Depreciation & Amort. - - - = -
3 Net Utility Plant in Service - - - - - -
4. Less: Total Deductions - - 21,180 21,180 10,779 10,779
& Total Additions (8,608) (7,902) 85577 85,577 43,550 43,550
8 Total Rate Base 3 (B,608) $ (7,902) $ 54.387 S 64,397 $ 32771 $ 32,771
PRO FORMA WITNESS: BLANKENSHIP BLANKENSHIP BLANKENSHIP
1. Jurisdiclional 1. ACC Specilic 1. ACC Specilic
2. Functionalized on Wages & Salaries 2. Assigned to Production - Demand (Retail 2. Assigned to Praduction - Demand (Retail

PRO FORMA FUNCTIONALIZATION
or ALLOCATION FACTOR:
[WITNESS: SNOOK]

Supporting Schedules
(a) B1

DEMPROD1)

(10) Rebuttal adjustment for updates to cash working capital rate base pro forma adjustment.

DEMPROD1)

{11} Rabuttal adjustmeant to Test Year rate basa to include actual amortization of the Ocotillo Modernization Project deferral thraugh 8/30/2020 and
estimated amortization through 12/21/2020. This pro forma is ACC specific.

(12} Rebuttal adjustment to Test Year rate base to include actual amortization of the Four Corners SCR deferral through 9/30/2020 and
estimated amortization through 12/31/2020. This pro forma is ACC specific.

NOTE: There may be variances in displayed values due to rounding.

Eeca hedules:
(b) B-1

Schedule B-2
REBUTTAL
Page 4 of 6



ARIZONA PUBLIC SERVICE COMPANY
ORIGINAL COST RATE BASE PRO FORMA ADJUSTMENTS
TEST YEAR ENDED JUNE 30, 2012 - UPDATED FOR REBUTTAL

(Thousands of Dallars)

(13)

UPDATED FOR REBUTTAL
Excess Deferred Tax

(14)

NEW FOR REBUTTAL
TEAM Balancing Accounts

Attachment EAB-24RB
Page 5 of 6

(19)

NEW FOR REBUTTAL
Remove McMicken

f;:(])e Description Total Co. ACC Total Co. ACC Total Co. ACC
(Y) (£) (AA) (BB) (cc) (DD)
1. Gross Utility Plant in Service $ - 5 - s - $ =
2. Less; Accumulated Depreciation & Amort. - - - - 1,041 1,041
3 Net Utility Plant in Sarvice - - - - (1,041) (1,041)
4. Less: Total Deductions (190,188) (176,096) s # =
5. Total Additions 6,556 6.556
6. Total Rate Base 3 190.188 3 176,096 3 6,556 $ 6.556 3 (1.041) $ (1.041)
PRO FORMA WITNESS: BLANKENSHIP BLANKENSHIP BLANKENSHIP

PRO FORMA FUNCTIONALIZATION
or ALLOCATION FACTOR:
[WITNESS: SNOOK]

1. ACC Specilic
2. Assigned to Production - Demand (Retail
DEMPROD1)

1. ACC Specific
2. Assigned ta Production - Demand (Retail
CEMPROD1)

1. AGC Specific
2. Functionalized on Distribution

(13) Rebuttal adjustment to rate base to reflect amortization of excess deferred taxes associated with TEAM Phase |1l between the
Test Year and the date proposed rates go into effect. Reflects AGC jurisdictional TEAM 11 amortization through 12/31/2020.

(14) Rebultal adjusiment to include balancing accounts associaled with TEAM |, II, and a portion of TEAM Il adjustment mechanisms

as af 3/30/2020.

(15) Rebuttal adjustment to remove amounts in acceleerated depreciation related to cost of removal for the McMicken Battery Energy Storage Facility.

Supporting Schedules Recep Schedules:
(a) B-1 {h) B-1
Schedule B-2
REBUTTAL

NOTE: There may be variances in displayed values due to rounding. Page S of 6



Attachment EAB-24RE

Page G of 6
ARIZONA PUBLIC SERVICE COMPANY
ORIGINAL COST RATE BASE PRO FORMA ADJUSTMENTS
TEST YEAR ENDED JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Dallars)
(e) (17)
UPDATED FOR REBUTTAL UPDATED FOR REBUTTAL
Total Original Cast Rate Base Adjusted at End of
Pro Forma Adjustments Test Year 6/30/2019
Line (b) (b} (b) (b)
No. Description Total Cc. ACC Tatal Co. ACC
(EE) (FF) (GG) (HH)
1. Gross Uility Plant in Service $ 720,088 8 703,588 21,388,893 % 18,226,120
2, Less: Accumulated Depreciation & Amort. 525,210 514,889 7,793,251 6,833,163
2 Mat Utility Plant in Servica 133, 878 188,867 13,595,642 11,387 851
4. Less: Total Deductions (89,481) (75,486) 5,694,028 5,583,610
5. Total Additions 129 982 129,640 3,254 814 3,091.826
6. Total Rate Base $ 413 341 3 394 083 11,156,429 % 8,896.268
Supporting Schedules Recap Schedules:
(a) B-1 (b) B-1
Schedule B-2
REBUTTAL

NOTE: There may be variances in displayed values due to rounding.

Page 6 of 6



Allachmenl EAB-256RB

Page 1of 2
ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT
TOTAL COMPANY
TEST YEAR ENDED JUNE 30, 2018 - UPDATED FOR REBUTTAL
(Thousands of Dallars)
Total Company
Aclual Tesl Year
For The Results After
Line Test Year Ended Proforma Proforma Line
Ne. Description 6/30/2019 (a) Adjustments (b)  Adjustments (c)  No.
(A) (B) (C)
Operating Revenues:
xif Revenues from Base Rates $ 3,284 385 $ 6,862 $ 3,291,248 ;
2. Revenues from Surcharges 128,995 {113,995} 15,000 2.
3. Other Electric Revenues 216,871 (6.040) 210,831 3
4. Total 3,630,252 {113.173) 3,517,079 4.
Cperating expenses:
5. Fuel and purchased power 1,094,682 {105,795) 988,887 5.
6. Operations and maintenance 909,325 {185,703) 723,623 6.
7 Depreciation and amortization 584,838 106,201 691,039 i
8. Income laxes 123,315 a121 132,436 8
9. Taxes other than income taxes 215,143 8,282 223,425 9
0. Total 2,927,304 {167,893) 2,789,411 10.
11. Cperating income 702,948 54,720 757,668 11.
Other income (deductions):
12. Income taxes 6,467 - 6,467 12.
13 Allowance for equity funds used during construction 43,927 - 43,927 13
4. Other income 34,998 - 34,998 14.
15. Other expense (22,582) - (22,582) 15
16. Total 62,810 - 62,810 16.
17 Income before interest deductions 765,758 54 720 820,478 17.
Interest deductions (income):
18. Interest charges 227,798 - 227,798 18.
19. Allowance [or borrowed funds used during construclion (23,283) - (23,283) 19
20. Total 204,465 - 204,465 20.
21. Net income $ 561,293 3 54,720 S 616,013 21.
Supperting Schedules: Recap Schedules:
(a) E-2 (c) A-2
(b) C-2
Schedule C-1
REBUTTAL

NOTE: There may be variances in displayed values due 1o rounding. Page 1 of 2



Allachmenl EAB-256RB

Page 2 of 2
ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT
ACC JURISDICTION
TEST YEAR ENDED JUNE 30, 2018 - UPDATED FOR REBUTTAL
(Thousands of Dallars)
ACC Jurisdiction
Actual Tesl Year
For The Results After
Line Test Year Ended Proforma Proforma Line
No. Description 56/30/2019 Adjustments (a) Adjustments No.
(A) (B) (C)
Operating Revenues:
4 Revenues from Base Rates $ 3,273,579 $ 6,862 $ 328044 1.
2, Revenues from Surcharges 128,979 (113,979) 15,000 2.
3 Other Electric Revenues 148,038 (6,040) 141,998 3.
4. Total 3,550,587 (113,157) 3.437.440 4.
Operating expenses:
5 Fue! and purchased power 1,083,172 (105,527) 977,845 5,
6. Qperatiocns and maintenance 1,070,313 (182,380) 887,933 6.
7. Depreciation and amartization 511,941 104,085 616,026 i
8. Income laxes 113,517 8,709 122,316 8.
9, Taxes other than income taxes 177,260 7,533 184,793 9.
10. Total 2,956,203 (167,490) 2.788713 10.
11. Operating income 594,393 54,333 648,726 (b) 17.
Other income (deductions):
12 Income taxes - - 12.
13. Allowance for equity funds used during construction - - 13.
14, Other income - - 14.
15. Other expense - - 15.
16. Total - 16.
17 Income before interest deductions 594,393 54,333 6548 726 17
Interest deductions (income):
18, Interest charges - - 18.
19. Allowance for borrowed funds used during construclion - - 18.
20 Total - - - 20.
21. Net incocme ] 594,393 $ 54,333 3 548,726 21.
Supporting Schedules: Recap Schedules:
(a) C-2 (b) A-1
Schedule C-1
REBUTTAL

NOTE: There may be variances in displayed values due 1o rounding. Page 2 of 2
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ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT PRO FORMA ADJUSTMENTS
TEST YEAR ENDED
JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Doliars)

{1) (2)

UPDATED FOR REBUTTAL
Foasil Generaticn Post-Tesl Year Plant

UPDATED FOR REBLUTTAL
Nuclear Generalion Posl-Tesl Year Plant

Attachment EAB-26RE

3

UPDATED FOR REBUTTAL
Distribution and IT/Facilities Post-Tesl Year

Additions Additions Plant Additions
Descriplion Total Co. ACC Total Co. ACC Total Co. ACC
(A) (B} {C} (=] E) (F]
Electric Operating Revenues
Revanuas from Base Rates § 5 § - 5 = 5 - $ - B %
Revenues from Surchargas - - - -
Other Electric Revenues = ] = = = =
Total Electric Operating Revenues - - - - - -
Electric Fuel and Purchased Power Costs - - - - -
Oper Rav Lass Fuel & Purch Par Costs - - - - - -
Ciher Operating Expenses:
Operations Excluding Fuel Expense - - - - -
Maintenance - - - - - -
Sublolal - ] = E - =
Depreciation and Amortizaetion 9 551 9505 210 209 21,794 20,532
Amartization of Gain - - - - - -
Administralive and General # - == = % =
Other Taxes 1.442 1,435 453 431 g.018 7738
Total Other Operating Expense 10,993 10,940 B&3 GE0 20812 28,270
Dperaling Income Before Income Tax {10,993 (10,940) (653) (8560) {20,812) (28,270]
Interest Expense 283 282 938 933 2,437 2,284
Taxabla Incoma (11,277} {11,222) (1,601) {1,593) (32,248} (30,554)
Current Income Tax Rate - 24.75% (2,791} (2.777) (396) (394} (7982} (7.962)
Operating Income (line 15 minus fine 18) 3 (8,202} (8,163 § (267) 5 [266) 3 [21,830) 3 (20,708)
PRO FORMA WITNESS: BLANKENSHIP/TETLOW BLANKENSHIP/ TETLOW BLAMKENSHIF/TETLOW
1. Jurisdictional 1. Jurisdictional 1. Jurisdiclional
PRO FORMA FUNCTIONALIZATION 2. Assigned to Production - Demand 2. Assigned to Production - Demand 2. Distribulion faciliies functionalized on
or ALLOCATION FACTOR: [DEMPROD1) {DEMFROD1) Distribution and IT!Facilities functicnalized on
> . :
[WITNESS: SNOOK] Wages & Salarios
(1) Rebuttal adjustment 10 Test Year operations to include actual depreciation, interest expense, proparty taxes and reduced income tax expense
assoriated with Fossil Generation Post-Test Year Plant Additions. Pro forma adjusted as shown on Rehuttal Schedule B-2, page 1, column 2.
(2) Rebuttal adjustrert 10 Test Year operations to include actual depreciation, interest expense, property takes and reduced income tax expense
associated with Nuclear Generation Post-Test Year Plant Additions. Pro forma adjusted as shown on Rebuttal Schedule B-2, pags 1, eolumn 2
(3) Rebutial adjustment (o Test Year operalions to include actual depreciation, nterest expense, properly taxes and reduced income lax expense
associated with Distribution and |T/Facilities Post-Test Year Plant Additions.
Pra forma adjusted as shown on Rebuttal Schedule B-2, page 2, column 4.
Sy ing Schedules: Eecap Schadulas:
MEA [a] C-1

NOTE: Thare may be variances in displayed values due ta raunding,

Page 1 0of 19

Schedule C-2
REBUTTAL
Fage 1 of 18



Attachment EAB-Z6RB

Page 2 of 19
ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT PRO FORMA ADJUSTMENTS
TEST YEAR ENDED
JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Doliars)
=2 5 {8}
UPDATED FOR REBLITTAL
Technology Innovation Posl-Test Year Planl UFDATED FOR REEUTTAL UPDATED FOR REBUTTAL
Additions Renewables Posi-Test Year Plant Additions Base Fuel and Purchased Power
Line
Na. Descriplion Tolal Co. ACC Tolal Co. ACC Tolal Co. ACC
&) (H) U] ) (K] (L)
Electric Operating Revenues
1 Revenues from Base Rates s - 5 ] 5 E: B . ¥ ] 3 4
2. Revenues from Surcharges - - - - - -
3. Other Electric Revenues = = = = = =
4. Total Electric Operating Revenues = - = = = =
5 Electric Fuel and Purchased Power Cosls - - - - (17,508} (17,508}
8. Opar Rev Lass Fual & Purch Par Costs - - - - 17,509 17,508
Other Operating Expenses:
¥. Operations Excluding Fuel Expense - - - - - -
i Maintenance - - - = = «
9. Subtatal - - - - - -
10. Deprecistion and Amortzation 1418 1418 506 506 - -
13; Amartization of Gain - - = = 2 s
12. Administralive and General 1 = 2= # = #
13 Oiher Taxes 265 265 67 &7 - -
14. Total Other Operating Expense 1,684 1,684 573 573 - -
15, Operaling Income Belore Income Tax (1.684) {1.684) (E73) (873) 17.508 17.808
16, Interest Expense 264 264 (159) (159) - -
17. Taxable Incoma (1,548) {1.0948) “14) (414) 17.508 17,808
18, Cumrent Income Tax Rate - 24.75% (482) (482) (103) (103) 4,333 4,333
14, Operating Income {ling 15 minus ling 18) 5 (1,202) 3 {1.202) ] (470) 470) 3 13,176 3 13,176
FRO FORMA WITNESS: BLANKENSHIFTETLOW BLANKENSHIRTETLOW SNOOK
1. ACC Specific 1. ACC Specific 1. ACC Specific
PRO FORMA FUNCTIONALIZATION 2. Functfionalized on Distribution 2. Renewables functionalized on Demand 2. Assigned to Production - Energy (Retail
or ALLOCATION FACTOR: Production [Retail DEMPRCD1] Cnly ENERGY2)
[WITNESS: SNOOK]
(4) Rebuttal adjustment ta Test Year operations to include actual depreciation, interest expensa, property taxes and reduced income tax expense
associated with Technology Innovation Post-Test Year Plant Additinns. Pro forma adjusted as shown on Rebuttal Schedule B-2, page 2, column 5.
(5} Rebuttal adjustment to Test Year cperations to Include actual depreciation, intersst expenss, property taxes and reduced Income tax expanse
associated with Renewables Past-Test Year Plant Additions. Pro forma adjusted as shown on Rebuttal Schedule B-2, page 2, column 6.
(6} Rebuttal adjustment lo Test Year cperations to include Stalf recommended 2012 base fuel and purchased power ¢g/kWh costs al adjusted
Test YWear consumption.
ort hedules: Recap Schedules:
NiA (a) C-1
Schedule ¢-2
REBUTTAL
NOTE: Thare may be variances in displayed values due ta raunding, Page 2af 18



ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT PRO FORMA ADJUSTMENTS
TEST YEAR ENDED
JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Doliars)

63} 8

Tesl Year PSA Revenue and Deferred Fuel Tesl Year Relail Delerred Fuel Expense and

Attachment EAB-Z6RB

9)

Armortization Mon-Cash Mark-to-Markel Accruals Test Year Deferrad Chemical Expense

Line

No. Diescription Total Ca: ACC Tolal Co. ACC Taolal Co. ACC

M [N} 9) P} (Q} (R)
Electric Oparating Revenues

1; Revenuss from Base Rates § - 3 - 5 - & - L E §

2. Revenues from Surcharges (69,285) {89,040) - -

3. Other Electic Revenues - 2 = 2 = 2

4. Tatal Electric Operating Revenues (89,288) {89,040) - - -

5. Electric Fuel z2nd Purchased Power Costs (90,588 {90.349) 40.435 40,435 -

8. Oper Rey Less Fual & Purch Pwr Costs 1,313 1,309 (40.435) (40,435) - -

Other Operating Expensas;

7. Operations Excluding Fuel Expense 1,313 1,304 - - - -

B. Mainienancn = = s - 3,194 5,154
5. Subtoial 1,513 1,309 = = 3.194 3,104
10, Depreciation and Amortization - - - - - -
11. Amortization of Gain - - E % =

12. Administralive and General = = 5 ES E

13 Other Taxes - 5 % 5 - z
14. Total Other Operating Expense 1.313 1,309 - - 3194 3184
18. Ogeraling Income Befare Income Tax - (40.435) (40,435) (3.194) (3.194)
16. Interest Expense - - = _ - .
17 Taxabla Incoma - = (40,435) (40,435) {3,194) (3,194)
18. Cumert Income Tax Rate - 24.75% = - (10,008) (10,008) (781} (791)
18. Operating Income (line 145 minus ling 18) 8 3 5 (30.427) b (30.427) S {2.403) 3 12,40%)

PRO FORMA WITNESS: BNQOK SNOOK BNOOK
1. Jurisdiclional 1. ACL Specilic 1. ACC Specilic

PRO FORMA FUNCTIONALIZATION
or ALLOCATION FACTOR:
[WITHESS: SNOOK)]

upporting Schedules:

M

NOTE: Thare may be variances in displayed values due ta raunding,

()

{8

(8

2. Revenues and Expenses are class
specific

2. Aasigned to Production - Energy (Retail
Ony ENERGY2 XAGT)

Adjustment 1o Test Year retail cperating revenues and fuel and purchased power expensea to remove retail

PSA revenue and amartization of deferred fuel related to prior pernds.

Adjustrent 1o Test Year retail fuel and purchased power costs to remave ratall PSA deferred fusl and mark-to-market

accruals.

Adjustment to Test Year operation and maintenance costs lo remove retail PSA deferred chemical expenses.

2. Assigned to Production - Energy [Retail Only
ENERGY2 XAGT)

Becap Schedulas:
{a) C-1

Page 3 of 19

Schedule C-2
REBUTTAL
Fage 30f 18



Attachment EAB-Z6RB

Page 4 of 19
ARIZONA PUBLIC SERVICE COMPANY
INGOME STATEMENT PRO FORMA ADJUSTMENTS
TEST YEAR ENDED
JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Doliars)
{10} (11} 12)
MNormalize Weather Conditions Annualize Customer Levels Schedule 1 Fees
Line
Na. Descriptian Tolal Co. ACC Tolal Co. ACC Tolal Co. ACC
13 m )] ) (Wi 1)
Electric Operating Revenuas
1 Revenues from Base Ratas 5 [5,048) 5 (6.048) S 12,811 5 12,911 5 - 3 -
2 Revenues fram Surcharges - - - - - -
3. Other Electric Revenues - = = 4 (5,040} {6,040}
4 Total Electric Operating Revenues (6,049) [6.049) 12,911 12,911 (6,040} 16,040}
- Electric Fuel and Purchased Power Cosls (1,812 [1.B12) 3,854 3.854 - -
6. Opet Rev Less Fuel & Purch Pwr Costs [4.237) [4,237) 2.057 2.057 {5,040 15.040)
QOther Oparating Expenses:
7 Cperations Excluding Fuel Expense - - - - - -
a Maintanance - - 2 = = 5
9. Sublolal = = = = = -
10. Depreciation and Amortzation - - - - - -
1. Amortization of Gain - - - - - -
12 Administrative and General = = E ES = %
13 Other Taxes 2 3 5 & 5 =
14, Total Other Operating Expense - - - - - -
18. Operaling Incame Beflore Income Tax {4,237 [4.23T) 9.057 9,057 (6,040} (6,040}
186, Interest Expanse - - - - = =
17, Taxabla Incoma (4,237) {4.237) 9,057 4,057 (6,040} (6,040)
18, Current Income Tax Rale - 24.75%: [1.049) 11.049) 2,242 2,242 (1,495} 11,495}
18, Operating Incame {line 15 minus line 18) 5 [3.188) $ [3,188) 8 6815 5 6.815 3 (4,545) 3 {4.545)
PRO FORMA WITNESS: SNCOK SNOOK HOBBICK
1. ACC Spedific 1. ACC Speuilic 1. ACC Specilic
PRO FORMA FUNCTIONALIZATION 2. Revenues and Expenses are class 2. Revenues and Expenses are class 2. Functionalized on Customer Accounts
or ALLOCATION FACTOR: specific specific [CUSTNUM A}
WITNESS: SNOOK]
(10) Adjustment to Test Year aperating revenues to refiect normal weather conditions for the ten vears ended 6/30/2019.
(11} Adjustment to Tesl Year operating revenues o reflect the annualization of customer levels at 8/30/2019.
(12) Adjustment to Test Year aperations to account for additional adjustments related to disconnect policy
Additinnal adjustments to Revenues reflacting policies changes to multiple fees collected.
Sy i hadulgs: Bacap Schedules:
WNIA [a} &1
Schedule ¢-2
REBUTTAL

NOTE: Thare may be variances in displayed values due ta raunding, Page 4 af 18
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Attachment EAB-Z6RB

NI

Page 5 of 19
ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT PRO FORMA ADJUSTMENTS
TEST YEAR ENDED
JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Doliars)
(13 14} (15)
UPDATED FOR REBUTTAL
Uncolieciible Bad Debt Crigig Bill Customer Affordability
Description Total Co. ACC Total Ca. ACC Taotal Cao. ACC
i) @ (PA) AB) {AC) {AD)
Electric Operating Revenues
Revenues from Basa Rates B = § 2 = 5 2 5 - 3 -
Revenues from Surcharges - - - -
Other Electric Revenues = 3 N 3 = N
Total Eleetric Operating Revenues - - - - - -
Electric Fuel and Purchased Power Cosls = - - - - -
Oper Rev Lass Fuel & Purch Pwr Costs - - - - - =
Qthar Operating Expenses:
Operations Excluding Fuel Expense 6,427 6,427 1,250 1,250 {17,782) {17,782}
Maintenance = = = = = =
Sublatal 8,427 6,427 1,250 1,250 (17.782) (17,782)
Depreciation and Amortization - - - - - -
Amortization of Gain - - - - - -
Adrninistrative and General = ] = ] - >
Other Taxes = E 2 F 4 s
Total Other Operating Expanse 6,427 6,427 1,250 1,250 (17.782) (17.782)
Operating Incoeme Befors Income Tax {6.427) (6,427} (1.250) (1.250) 17.782 17,782
Interest Expense - - - 3 = -
Taxable Incoma {6,427 (6,427} {1,250) (1,250) 17,782 17,782
Current Income Tax Rate - 24.75% {1.991) {1.581) 1308) (302) 4,401 4,401
Operating Income (ling 15 minus line 18) 5 {4,836) ;] (4.836) i (841) 3 (941) 5 13.381 3 13,381
PRO FORMA WITNESS: HOBBICK HOBBICK LOCKWOOD
1. ACC Specific 1. ACC Spesific 1, ACC Specific
PRO FORMA FUNCTIONALIZATION 2. Functionalzed an Custorner Accounts 2. Assigned to System Benefits (Retail 2. Functionalized on Wages & Salares less
or ALLOCATION FACTOR: [CUSTNUM A} ERGSYSBEN) Transmission
[WITNESS: SNOOK]
(13} Adjustment ta Test Year operations to account for expected increases in write-offs dus ta disconnact policy.
(14) Rebutial adjustment corecting an inadvertent error where crisis bill assistance was shown as revenue but should have been an expense.
However, operating inceorme impact was correct; therefors no revised pro forma has been developead,
[15) Adjustment to include forecasted impacts to 2020 O&M as a result of the Customar Affordahility program.
rting Schodulas: e hedulps:
{a) C-1
Schedule ¢-2
REBUTTAL
Fage 50f 18

NOTE: Thare may be variances in displayed values due ta raunding,
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14,
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Descriplion

ARIZONA PUBLIC SERVIGE COMPANY
INGOME STATEMENT PRO FORMA ADJUSTMENTS

TEST YEAR ENDED

JUNE 30, 2019 - UPDATED FOR REBUTTAL

(Thousands of Doliars)

Active Union Medical Trust (VEBA)

Tatal Co.

ACC

17

Fire Mitigation

Tatal Ca. ACC

Attachment EAB-Z6RB

i18)

Remove Tesi Year Regulatory Assessment

Tatal Co.

ACC

Electric Operating Revenues
Ravenues from Base Rates
Revenues from Surcharges
Other Electric Revenues
Taotal Electric Operating Revenues

Elzctric Fuel and Purchased Fower Cosls
Oper Rav Less Fuel & Purch Pwr Costs

Other Cperating Expenses;
Operations Excluding Fuel Expense
Maintenance
Subtotal

Depreciation and Amortization
Amortization of Gain
Administrative and General
Other Taxes

Total Other Operating Expense

Operaling Income Before Income Tax

Interest Expense
Taxabla Incoma

Curment Income Tax Rate - 24.75%

Operating Incoma (line 15 minus line 18]

PRO FORMA WITNESS:

PRO FORMA FUNCTIONALIZATION
or ALLOCATION FACTOR:
[WITHESS: SNOOK]

prting Schedules:

NOTE: Thare may be variances in displayed values due ta raunding,

{18)
{17}

{18

[AE)

(AF)

(AG)

[AH)Y

(Al

{6.764)

(AJ)

{a.:;ae;

(s,?:ag]

{5,'.;59)

3,208

16,768)

[6,769)

(6,769)

(6,769)

3,208

(6,769)

(6,763)

3,208

3,298

(3.208)

(3.208)

3,643

202

(3,288)

(815)

(3,268)

(816)

3 2,741

(2. 482) 3

(2.482)

BLANKENSHIP

1. Jurisdictional

£. Functionalized on Wages & Salaries

BLANKENSHIPTETLOW

1. ACC Speaific
2. Functionalized on Distribution

BLANKENSHIP

1. ACC Specilic
£. Revenues are class specific and expenses
are functionalized on Distribution of WE&S

Adjustmeant 1o Test Year cperations foinclude interest income and realized gain on investments in active union medical trust.

Adjustment o represent the forecasted impacts to 2020 O&M as a resull of increases to the distribution Fire Mitigation program.

Adjustment 1o Test Year operations to remove the Requlatory Assessment surcharges from operating revenuss and expenses.

Eo hodulas:
{a) C-1

Page & of 19

Schedule C-2
REBUTTAL
Fage 6of 18



Attachment EAB-Z6RB

Page 7 of 19
ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT PRO FORMA ADJUSTMENTS
TEST YEAR ENDED
JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Dollars)
19} (20} [21)
Remove Tesl Year Transmission Cost Remove Tesl Year Lost Fized Cosl Recovery Remove and Transfer Tesl Year
Adjustor (TCA) Mechanism (LFCR) Erviranmental Improvement Surcharge (EIS)
Line
Na. Descriptian Total Co. ACC Tolal Co. ACC Total Ca. ACC
LAK) (AL} [AN) (AM) {AD) (AP}
Elgctric Operating Revenues
1 Revenues from Base Rates 5 % 5 = 5 - 5 - ] - -
25 Revenues from Surcharges (32.311) 133,369) (39.792) (38.792) (3.B98) {3.888)
3. Other Electric Revenues = = = = = n
4. Total Electric Operating Revenues (33,311) (33,369) (29.792) (39,792) (3,888) {3.888)
b, Electric Fuel and Purchasad Power Costs - - - - - -
B Opear Rev Lass Fuel & Purch Pur Costs (33,311) {33,389) {39.792) (39,792) (3,898) (3.888)
Other Operating Expansas:
7. Cperations Excluding Fuel Expense (33.311) 133,369) (36,792) (30.792) - -
a, Maintenance - - = = = =
9. Sublotal (33,241) (33,389) (39.732) (30.792) - -
10. Deprecistion and Amortzation - - - - - -
11 Amaortization of Gain - - = = = =
12 Administrative and General - - - - - -
13 Other Taxes 4 : 3 = = =
14. Total Other Operating Expense (33.311) (33,389) (39.792) (39,792) - -
18, Operaling Incorme Belore Income Tax - = = = (3.888) (3.888)
16. Intarest Expense = = r = L) -
17, Taxahla Incoma - - - - (3,888) (3.B8E)
18, Current Income Tax Rate - 24.75% - - - - (865) (262)
14 Operating Income (line 15 minus line 18) 5 8 3 - 5 5 (2,833) 3 (2.826)
PRO FORMA WITNESS: BLANKENSHIP BLANKENSHIF BLANKENSHIP
1. Jurisdictional 1. ACC Specific 1. Jurisdictional
PRO FORMA FUNCTIONALIZATION 2. Revenues are ciass specific 2. Revenues are class specific 2. Revenues are class specific
or ALLOCATION FACTOR:
[WITNESS: SNOCK]
(19} Adjustment to Test Year operations to remove the Transmission Cost Adjustor from operating revenues and expenses.
(20} Adjusiment to Test Year operations to remove the LECR mechanism from operating revenues,
(21) Adjustment to Test Year aperations 1o remove the EIS from operating revenues.
Supparting Schedules; Rocap Schedules:
NiA (a) C-1
Schedule ¢-2
REBUTTAL

NOTE: Thare may be variances in displayed values due ta raunding,

Fage 7 of 18
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NI

NOTE: Thare may be variances in displayed values due ta raunding,

Page 8 of 19
ARIZONA PUBLIC SERVICE COMPANY
INGOME STATEMENT PRO FORMA ADJUSTMENTS
TEST YEAR ENDED
JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Doliars)
i22) (23) (24)
Remave Test Year Demand Side Remave Test Year and Transfer a Partion of Remove and Transfer Test Year Tax
Managemenl Adjustmenl Clause (DSMAC) Renewable Energy Adjusiment Clause Expenge Adjustor Mechanism {TEAM)
Revenue & Expense (\REALC) Revenue and Expense Revenue
Description Tolal Co. ACC Total Co. ACC Taotal Co. ACC
(AQ) (AR] (AS) (AT) AU 1AV)
Electric Operating Revenues
Revenues from Basa Rates S z & 5 ¥ = 5 - 5 - L3 -
Revenues from Surcharges (268.717) (26,669) (72.697) {72.670) 143.475 143,238
Other Electric Revenues = = & = = b
Total Eleetric Operating Revenues {26.717) (26,689) (72.697) (F2670) 143,475 143,238
Electric Fuel and Purchased Power Cosls - - (38,930) [36,918) - -
Oper Rev Lass Fuel & Purch Pwr Costs (26.717) {26.688) (33,767) [33,754) 143,475 143,238
Qthar Operating Expenses:
Operations Excluding Fusl Expense {26.717) (26,680) {33,445) [33,433) - -
Maintenance - - - 3 - =
Subtotal (28.717) (28,820) (33,445) (33.433)
Depreciation and Amortization - - - - - -
Amortization of Gain - - - - - -
Adrninistrative and General = 2= = ] = b
Other Taxes .3 4 % ] # 5
Total Other Opearating Expenze {26, 717) {26.680) (33,.445) [33,433) - -
Operating Incoeme Befors Income Tax = - 1322y (321) 143,475 143.238
Interest Expense - - - - o -
Taxable Incoma - = (322) (321 143.475 143,238
Current Income Tax Rate - 24.75% - - (80} (80) 38,510 35,431
Operating Income (ling 15 minus line 18) 3 - 5 - g (242 3 (241) & 107,965 8 107.787
PRO FORMA WITNESS: BLANKENSHIP BLANKENSHIF BLAMNKENSHIP
1. Jurisdiclional 1. Jurisdicbonal 1. Jurisdiclional
PRO FORMA FUNCTIONALIZATION 2. Revenues and Expenses are class 2. Revenues and Expenses are class 2. Revenues and Expenses are class
or ALLOCATION FACTOR: 3paiii Bpociil gpacilic
[WITNESS: SNOOK]
(22) Adjustiment to Test Year operations to remove the DSMAG from operating revenues and expenses
(23) Adjusiment to Tesl Year operations to remove the REAC fram operaling revenues and transfer a poriion of the expenses relatad
to APS Solar Communities (formerly known as AZ Sun |1} 1o base rates.
(24) Adjustment to Tesl Year operaticns to remove and transfer the TEAM adjustor from oparating revenues.
Supporting Schedulas: e hedulps:
{a) C-1
Schedule ¢-2
REBUTTAL

Fage 8 of 18
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Page 9 of 19
ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT PRO FORMA ADJUSTMENTS
TEST YEAR ENDED
JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Doliars)
{25} (26) (27
UPDATED FOR REBUTTAL
UPDATED FOR REBUTTAL Oeolillo Modernization Project
Four Comers SCR Deferral Amortization Deferral Amortization Four Comears Inventory
Description Total Co. ACC Total Co. ACC Tolal Co. ACC
(AW) {AX) (AY) (AZ) (BA) (BB}
Electric Operating Revenues
Revenues from Basa Rates £ - S - - 5 - 5 - B #
Revenues from Surcharges - - - -
Other Eleclric Revenues = 2 = 3 2 =
Total Electric Operating Revenues - - - - - -
Electric Fue! and Purchased Power Cosls - - - - =
Oper Rev Less Fuel & Purch Pwr Cosls - - - - - =
Other Cperating Expenses:
Operatons Excluding Fuel Expense - - - - -
Maintenance - - - 2 = S
Sublatal - - - - E -
Depreciation and Amortization 8.147 8147 9507 4507 1,045 1,040
Amartization of Gain - - - A e 1
Adminisirative and General - - - - = -
Other Taxes = 2 = = & =
Total Other Dperating Expense 8147 B 147 L4507 9507 1,045 1,040
Operaling Inceme Belore Income Tax {8,147} 18.147) 19,507} (8.507) 1,045} {1,040}
Interest Expense - - - - - -
Taxable Incoma B8,147) (8,147) (9,507} (9,507) (1,045) {1,040
Current Ingome Tax Rate - 24.73% {2.016) (2,018} 12353} (2.353) (259) (258)
Operating Income {ling 15 minus line 18) 5 {6.131) 3 (6,131) i7.154) 3 (7.154) 5 (TaG6} 3 (782)
PRO FORMA WITNESS: BLAMKENSHIP BLANKENSHIP BLANKENSHIP
1. ACC Specific 1. ACC Specific 1. Jurisdictionat
PRO FORMA FUNCTIONALIZATION 2. Aasigned to Production - Demand 2. Assigned 1o Production - Demand 2. Assigned to Production - Demand
or ALLOCATION FACTOR: (DEMPROET) [DEMPRCD1) (DEMPROD1)
[WITNESS: SNOOK]
(25) Rebuttal adjustment ta Test Year operations to include actual amortization of the Four Corners SCR deferral through 973002020 and
estimated amoriization through 1203172020, This pro forma iz ACC specific.
(26) Rebuttal adjustment to Test Year operations to include actual amortization of the Qcatille Madernization Froject deferral threugh 913012020 and
estimatad amartization through 12/31/2020, This pro forma is ACC specific,
[27) Adjustment to Test Year operations to reflect Four Corners inventory cost recovery.
ing Schedules: Becap Schedules:
(=) C1
Schedule ¢-2
REBUTTAL

NOTE: Thare may be variances in displayed values due ta raunding,

Fage 9.of 18



Attachment EAB-Z6RB
Page 10 of 19

ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT PRO FORMA ADJUSTMENTS
TEST YEAR ENDED
JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Doliars)

(28) (29) {30)

Challa Inventory

UPDATED FOR REEUTTAL
Waest Phoenix Unit 4 Requlatory Disallowance

Remove Navajo Power Plant Costs

Line
No. Deascription Total Co. ACC Total Co. ACC Total Co. ACC
(BC) (BD} (BE) [BF) BE) (BF)
Electric Opearating Revenues
i) Revanues from Base Ratas £ s & 2 b - & - ] F .
2 Ravanues from Surcharges -
3. Qther Electric Revenues = = 2 & & =
4. Total Electric Operating Revenues - - - - - -
5. Electric Fuel and Purchased Power Caosts - - - = - -
B. Oper Rev Less Fual & Purch Pur Costs = = = = z =
Other Cparating Expenses;
T Operations Excluding Fuel Expense - - - - (10,567} (10.522]
B. Maintenance - - - - (6,445} (6.418]
a. Sublolal = 5 = = (17.014; (18 840)
10, Depreciation and Amortization 1,523 1,516 {329) (327 - -
11. Arnortization of Gain - - = - - -
12 Administrative and General 2 4 ES = 541 £39
13 Qther Taxes = = 5 i E <
14 Total Other Operating Expense 1.523 1,516 (228) (327) (16,473} {16,401}
15 Operaling Incume Before Income Tax (1,523} 11.518) 328 327 16473 16401
16, Interest Expense - - (110} (10g) - -
17 Taxahls Income 1,523} {1.518) 439 437 16,473 16,401
18, Current Income Tax Rate - 21.75% 1377} (373) 108 108 4,077 4,058
18 Opearating Income (ine 15 minus ine 18) i (1,146) i1.141) ] 220 218 3 12,396 12,542
PRO FORMA WITNESS: BLANKENSHIP BLANKENSHIP BLANKENSHIP
1. Jurisdictional 1. Jurisdictional 1. Jurisdiclional
PRO FORMA FUNCTIONALIZATION 2. Assigned to Production - Demand 2. Assigned to Production - Demand 2. Assigned to Production - Energy
or ALLOCATION FACTOR: {DEMPROD1) {DEMPROD1}) [ENERGY 1)
[WITNESS: SNOOK]
{28) Adjustment to Test Year operations to reflect Cholla inventary cost recavery.
{29) Rebultal adjustrment to Test Year operalions to reflect amortization of regulatory disallowance of West Phoenix Unit 4 over (he remaining life of the
plant as requirad by previous ACC Decision Mos, 67744 and 69863, Pro forma acjusted as shown on Schedule B-2, page 3, column 8.
The correction does nat show due 1o rounding to thousands,
(30) Adjustment lo Test Year operations to remove Navajo Q&M and A&G costs as a resull of the closure of Navajo Power Plant.
S in hadulos: BRecap Schedulns:
NIA fal C-1

Schedule C-2
REBUTTAL

NOTE: Thare may be variances in displayed values due ta raunding, Page 10 af 18



Line

N

d ) by -

B

10.
12
13
14
15

16,
ki

18.

18

ARIZONA PUBLIC SERVIGE COMPANY
INGOME STATEMENT PRO FORMA ADJUSTMENTS

TEST YEAR ENDED

JUNE 30, 2019 - UPDATED FOR REBUTTAL

(Thousands of Doliars)

(31)

(32)

UPDATED FOR REBUTTAL
Inciude Inleres! Expense on Cuslomer

Attachment EAB-Z6RB
Page 11 of 19

133)

UPDATED FOR REBUTTAL
Adjus| Depraclalion Expense - 2018

Qcotillo &M Mormalization Deposits Depreciation Rate Study
Descriplion Total Co. ACC Total Co. ACC Tolal Co. ACC
(BG) (BH) (Bl) 1Bd) [BK) (EL)
Electric Operating Revenues
Rewvanues from Base Rates S — B = & 5 4 # 3 =
Revenues from Surcharges - - - -
Other Electric Revenues = A = 2 = A
Total Electric Operating Revenues = = = = = =
Electric Fuel and Purchased Power Cosls - - = - = =
Oper Rev Less Fuel & Purch Pwr Costs - - - - - -
Othar Operating Expenses;
Operations Excluding Fuel Expense 5,643 5618 1,270 1.270 - -
Maintenance 1.104 1,099 - N £ x
Subitotal 8.747 6,717 1,270 1,270 - -
Depreciation and Amortization - - - - B2.840 62 097
Amortization of Gain - - - = E: i
Adminslralive and General (16) (18 - - - -
Qther Taxes = = z i 5 "
Total Other Operating Expense 6.730 6,701 1,270 1,270 B2.940 62 097
Operaling Income Belore Income Tax (6.730) {6,701} (1.270) (1,270) (E2.540) (62.097)
Interest Expanse - - - - - -
Taxable Incoma (6,730} {6,701} (1,270) (1,270) (B2,840) (62,087)
Curent Income Tax Rate - (1,666) (1,658} {314) (314) (13,578) 115,369)
Operating Incoma (line 15 minus line 18) [ (5.064) 5 (5.042) {956) 3 1956) (47.362) 3 (46,728)
PRO FORMA WITNESS: BLANKEMSHIP BLANKENSHIP BLANKENSHIP

PRO FORMA FUNCTIONALIZATION
or ALLOCATION FACTOR:
[WITNESS: SNOOK]

Supperting Schedulas:
NI

NOTE: Thare may be variances in displayed values due ta raunding,

1. Jurisdictional
2. Aasigned to Praduction - Energy
(ENERGY1)

1. ACC Specilic
2. Assigned to Customer Accounts
|CUSTDEF)

1. durisdiclional
2. Aasigned to PT&D, General and Intangible
funetionalized on Wages & Salaries

(31) Adjust Test Year to reflect the continuing cperations of the Ceotille Power Plant with the retirement of 2 steam units and the

addition of the new units.

(32) Rebuttal adjustment to Test Year Operations to update the oparating income Impact of interest on custormer deposits using January 2020

intersst rates.

[33) Rebuttal adjusiment lo Test Year operations to reflect updaled depreciation study rates based on revisions to the 2019 Depreciation Rate Study.

Schedule C-2
REBUTTAL
Fage 11 af 19
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ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT PRO FORMA ADJUSTMENTS
TEST YEAR ENDED
JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Doliars)

(34) (35} 135)
UPDATED FOR REBUTTAL Remove Supplemenltal Excess Benafit
Annualize Fayroll Expense Mormalize Employees Benefits Retirement Plan Expense (SERP)
Description Total Co. ACC Total Co. ACC Tolal Co. ACC
(BN (BN) (BO) (BP) (BQ) (BR)
Electric Operating Revenues
Rewvenues from Basa Rates 5 - £ - B - ] - 5 & ] =
Revenues from Surcharges - - -
Other Eleclric Revenues = 5 E: - 2 =
Total Electric Operating Revenues - - - - - -
Electric Fue! and Purchased Power Cosls - - - - =
Oper Rev Less Fuel & Purch Pwr Cosls = A E = = =
Other Cperating Expenses:
Operabons Excluding Fuel Expense (410} 1375) {2,750} {2.524) (8.429) {7.738)
Maintenance (4} (V7] - - - -
Subltotal (494} (453) (2,750) (2,524) (B,429) ({7,738)
Depreciation and Amortization - - - - - -
Amaortization of Gain - - - % % =
Adminisirative and General E = E: = ES =
Other Taxes = 3 = o 5 %
Total Other Operating Expense [494) 1453) {2,750) {2.524) (8.429) [7,738)
Operaling Inceme Belore Income Tax 494 453 2,750 2,524 8.429 7,738
Interest Expense - - - = - -
Taxabls Incoma 494 453 2,750 2,524 8429 7,738
Current Income Tax Rate - 122 112 6B1 625 2,096 1.912
Operating Income {ling 15 minus line 18) 5 a7z 3 341 b 2,068 $ 1,688 5 6,343 3 5,823
PRO FORMA WITNESS: BLANKENSHIP BLANKENSHIP BLANKENSHIP
1. Jurisdictional 1. Jurisdictional 1. Jurisdictionsat
PRO FORMA FUNCTIONALIZATION 2. Functionalized on Wages & Salaries 2. Functionalized on Wages & Salaries 2. Funclionalized on VWages & Salaries

or ALLOCATION FACTOR:
[WITNESS: SNOOK]

Supporting Schedules:
i

NOTE: Thare may be variances in displayed values due ta raunding,

(34) Adjustmeant to Test Year operations to refiect the annuaiization of payrall, payroll tax and non-retiremeant benefit
expenses ka March 2019 employee [evels for perffarmance review and March 2020 Union emplayee levels.

(35) Rabuttal adjustment to Test Year operations to reflect averaging the actual 2019 and estimated 2020 pension and OFEE costs.

[38) Adjustment to Test Year operations to remove Supplemental Excess Benefit Retrement Plan Expense (SERP).

Becap Schedules:
(=) C1

Schedule C-2
REBUTTAL
Fage 120l 19
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g

10
12
13
14

ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT PRO FORMA ADJUSTMENTS
TEST YEAR ENDED
JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Doliars)

(37) 138)

Attachment EAB-Z6RB

139

Mormalize Incame Tax Expeansedinierest

Remove Stock Compensation Mormalize Cash Incentive Synchronization
Description Tatal Co. ACC Tolal Co. ACC Total Co. ACC
B5) BT) (BU) (BY) {BW) (BX]
Electric Operating Revenues
Raevenues from Base Rates 3 - 5 = 5 = & - 5 E ¥ =
Revenues from Surcharges - -
Other Electric Revenues = . = b & =
Tatal Electric Operating Revenues - - - - - -
Efectric Fuel and Purchased Power Costs - - - - - -
Oper Rav Less Fual & Purch Pwr Costs = = = E z =
Other Dperating Expensas:
Operations Excluding Fugl Expense {15.882) (14.580) 4,153 3812 - -
Maintenance - - 126 116 - -
Sublotal {15.882) (14.580) 4279 3,928 - -
Depreciation and Amortization - - - - - -
Amartization of Gain - = x = x =
Administralive and General 2 x 1.327 1.218 b =
Other Taxes = = - - L <
Total Other Ciperating Expense {15,882] {14,580) 5,606 5146 - -
Operaling Income Before Income Tax 15,882 14.680 (5.E06) (5,148) - -
Interest Expense - - - - 23,665 24 404
Taxabla Incoma 16,882 14,580 (5,606) (5,146) (23,665) {24,404)
Current Income Tax Rate - 24.75% 3,931 3,608 (1,388) (1.274) (9.857) (6,040)
Operating Income {ling 15 minus line 18) § 11.851 5 10,872 3 (4.218) 8 [3.B72) 8 5,857 3 6,040
PRO FORMA WITNESS: BLANKENSHIP BLANKENSHIP BLANKENSHIP
1. Jurisdiclional 1. Jurisdictional 1. Jurisdictional
PRO FORMA FUNGTIONALIZATION £. Functionalized on Wages & Salaries 2. Functionalized on Wages & Salaries 2. Calculated as the weighted average of
or ALLOCATION FACTOR: ‘ohanfasitoms:
[WITNESS: SNOOK)]
(37) Adjustment 10 Test Year operations to remove stock compensation expense,
{38) Adjusirnent to Test Year operalions to normaiize the cash incentive program over a 3 year period.
(39 Adjustment 1o Test Year operations for top down income tax frus-ups consistent with Decision Nos. 69863, 71448 73183, and
TE295 using the 6/30/2019 rale base and cost of long-temm debt. Tax tue-ups are reflected as interest in this adjustment.
L in hedules: Eoca hedulas:
NiA {a)cA1

NOTE: Thare may be variances in displayed values due ta raunding,

Page 13 of 19

Schedule C-2
REBUTTAL
Fage 13 af 19



Attachment EAB-Z6RB
Page 14 of 19

ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT PRO FORMA ADJUSTMENTS
TEST YEAR ENDED
JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Doliars)

(40} 41) (42)
UFPDATED FOR REBUTTAL UFPDATED FOR REEUTTAL
Annualize Property Tax Expense Amortize Property Tax Dafarral ‘West Fhoenix Removal Costs
Line
Ma. Description Total Co. ACC Total Co. ACC Total Co. ACC
(BY) [52Z) (CA) (CB) (cc) {co)
Electric. Operating Revenues
T Rawenues from Base Rates 5 - ] = § 3 § — 5 - 5 -
2. Revenues fram Surcharges - - - - - -
3. Qther Electric Revenues = - - 2 - =
4. Total Electric Operating Revenues - - - - - -
1% Electric Fugl and Purchased Power Cosls - - - - - -
6. Oper Rev Less Fusel & Purch Pwr Costs - - - - - -
Other Operating Expanses;
7. Cperations Excluding Fuel Expense - - - - - -
a. Maintenance - - - - - -
9. Sublotal - - - - - -
10, Depreciation and Amorbization - - - - GO 203
Ak Amartization of Gain - - - - - -
A2 Administrative and General = % = = E: %
13. Other Taxes 2,750 2,290 (4,671) (4.871) - -
4. Total Other Operating Expanse 2750 2290 (4,671 48671 298 So3
15, Operaling Income Before Income Tax (2,750) {2,290} 4,671 4671 (098) {393}
16, Interast Expense - - (151] 151) - -
17. Taxable Income (2,750) (2,200} 4,822 4,622 (598) {903}
18. Current Income Tax Rate - 24.75% 1661) (SET} 1,183 1,193 (247) {248)
18, Operating Incame (line 15 minus line 18) B (2,068) 3 {1,723} § 3478 § 3478 3 (751) 8 {747
PRO FORMA WITNESS: BLANKENSHIP BLANKEMSHIP BLANKENSHIP
1. Jurisdictional ACC Specilic 1. Jursdictional
PRO FORMA FUNCTIONALIZATION 2. Funclionalized cn P T & D 2 Distribution Property Tax funclionalized on 2. Assigned to Production Demand
or ALLOCATION FACTOR: Distribution and Generation Property Tax {DEMFRCD1)
[WITNESS: SNOOK] functionalized an Demand Production (Retail
: DEMPROD1)
(40) Rebuttal adjustment to Test Year operations 1o annualize property taxes calculated using the actual 2019 composite tax rate.
(41) Rebuttal adjustment to amortize the property tax deferral as authorized In Decision Mo, 76285 ovar 3 years rather than 10 years.
Pro forma adjusted as shown on Schadule B-2, page 3. column 9.
(42) Adjustment ta include additional costs of removal related to the decommissioning of West Phoonix Steam Units 4, 5 & 6.
Supparting Schadulas: Bacap Schedulps:
MNIA (a8} C-1

Schedule ¢-2
REBUTTAL
NOTE: Thare may be variances in displayed values due ta raunding, Page 14 of 18
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Description

ARIZONA PUBLIC SERVIGE COMPANY
INGOME STATEMENT PRO FORMA ADJUSTMENTS

TEST YEAR ENDED

JUNE 30, 2019 - UPDATED FOR REBUTTAL

(Thousands of Doliars)

(43)

Annualize Four Corners Power Plant Coal

Reclamation Costs

Total Co.

ACC

(44]

Annualize Navajo Power Planl Coal
Reclamation Costs

Total Co. ACC

Attachment EAB-Z6RB

145)

UPDATED FOR REBUTTAL
Adjusl Cash Warking Capilal for Cosl of
Service Pro Formas

Tolal Ca. ACC

Electric Operating Revenues
Revenues from Basa Rates
Revenues from Surcharges
Other Eleclric Revenues
Total Electric Operating Revenues

Electric Fue! and Purchased Power Cosls
Oper Rev Less Fuel & Purch Pwr Cosls

Other Cperating Expenses:
Operatons Excluding Fuel Expense
Maintenance
Subltotal

Depreciation and Amortization
Amartization of Gain
Adminisirative and General
Other Taxes

Total Other Dperating Expense

Operaling Inceme Belore Income Tax

Interest Expense
Taxable Incoma
Current Income Tax Rate - 24.73%

Operating Income (line 15 minus line 18)

PRO FORMA WITNESS:

PRO FORMA FUNCTIONALIZATION
or ALLOCATION FACTOR:
[WITNESS: SNOOK]

Supporting Schedules:

NOTE: Thare may be variances in displayed values due ta raunding,

(CE)

(CF)

CG) |CH)

ci) i)

{3,145}

13,137)

1.802

w

145

3,151

(1.802)

3.145

(1.910) (1.802)

(160} (147}

3,145

g

(1.910) (1,802)

473) @

1640 147

40 38

5 2387 3

5 (1437} ]

(1.431) 5

(40} $ (36)

BLANKENSHIP
1. durisdictional
2. Aasigned to System Benefits
(ERGBYSBEN)

BLANKENSHIP
1. Jurisdiclional
2. Assigned 1o System Benetits
[ERGSYSBEN)

(44) Adustment o Tesl Year operations to refiect the most recenl Navaje Power Plant coal reclamation study.

Pro forma adjusted as shown on Schedule B-2, page 4, column 10

BLANKENSHIP

1. Jurisdictionsat
2. Funclionalized on VWages & Salaries

(43) Adjustmeant to Test Year operations to refiect most recent Four Comers Power Plant coal reclaration study.

[45) Rebuttal adjustment to Test Year interest expense for updates to cash-working capital rate base pro forma adjustment,

Becap Schedules:
(=) C1

Page 15 of 19

Schedule C-2
REBUTTAL
Fage 150f 19



Line

No.

e

w

10.
1.
12

a

14.

Dascription

ARIZONA PUBLIC SERVIGE COMPANY
INGOME STATEMENT PRO FORMA ADJUSTMENTS

TEST YEAR ENDED

JUNE 30, 2019 - UPDATED FOR REBUTTAL

(Thousands of Doliars)

(46)

Mormalize Advertising

Total Ca. ACC

147)

Morralize Muclear Maintenance Expense

Tatal Co. ACC

Attachment EAB-Z6RB
Page 16 of 19

[48)

Mormalize Fossil Maintenance Expense

Total Ca.

ACC

Electic Operating Ravenues
Revenuss from Basze Rates
Revenues from Surcharges
Qther Eleciric Revenues
Total Electric Opearating Revenues

Electnc Fusl and Purchased Power Cosis
Oper Rev Less Fuel & Purch Pwr Costs

Other Operating Expanses;
Operations Excluding Fuel Expense
Maintenance
Sublolal

Depreciation and Amorbzation
Amartization of Gain
Administrative and General
Qther Taxes
Total Other Operating Expense
QOperaling Income Belore Income Tax

Interast Expense
Taxahle Income

Current Income Tax Rate -

Operating Incame (ine 15 minus ling 168}

PRO FORMA WITNESS:

PRO FORMA FUNCTIONALIZATION
or ALLOCATION FACTOR:
[WITNESS: SNOOK]

Supporfing Schedulas:
MAA

NOTE: Thare may be variances in displayed values due ta raunding,

24.75%

1CK) L]

M) [N}

(CO)

(CF)

1.386 1,380

5,882

5,856

[1,386) {1,380

(5.882)

[5.856)

560

2,264

560

(1,386) (1,380}

(343] (342)

[ 5.[;82)

(1,456]

(5.8586)

(1.448)

k3 1,704 §

1,704

{1,043 5 (1,038]

[4.426)

5 [4.407)

BLANKENSHIP
1. ACC Spexific

2. Functionalzed an Wages & Salaries less

Transmission

BLANKENSHIP

1. Jurisdictional
2. Assigned to Production - Energy
(ENERGY1)

(46 Adjustment ta Test Year operations to normalize advertising expense avar a 3 year perind.

BLANKENSHIP

1. Jurisdictional
2. Assigned to Production - Energy
(ENERGY1)

(47) Adjustment ko Tesl Year operations to normalize nuclear produclion maintenance expense over 2 3 year period.

(48] Adjustment to Test Year operations to normalize fossil production maintenance expenss over a 6 year period.

B hedules:
(a) C-1

Schedule C-2
REBUTTAL
Fage 16 of 19



ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT PRO FORMA ADJUSTMENTS
TEST YEAR ENDED
JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Doliars)

(449) (50}

UPDATED FOR REGLUITTAL
Remave Oul of Period and Miscellansous

Attachment EAB-Z6RB
Page 17 of 19

(51}

Adjust Sundance Maintenance items Cholia Unit 2 Regulatory Asset Amortization

Line

N, Description Tolal Co. ACC Total Co. ACC Total Co. ACC

(CQ) CR) (C3) ICT) cu) CV)
Electric Operating Revenues

1 Ravanuas from Base Rates 5 - 3 - 5 = 5 E: B E 5 -
2. Revenues from Surcharges -

& Oiher Electric Revenues — = E: = #
4. Total Electric Operating Revenues - - = - = =
5, Electric Fuel and Purchased Power Costs - - -
B Oper Rav Less Fuel & Purch Pwr Costs - - - - - -

Other Operating Expensas:

7. Operations Excluding Fuel Expense - - - - -
a, Maintenance 1,487 1,481 = = = FE
9, Sublotal 1,487 1,481 = & E =
10. Depreciation and Amortization - - - {11,504) (11.454)
11 Amortization of Gain - - - - -
12 Administrative and General - (15.138) {13.804) - -
13 Other Taxes 5 £ E ~ 5
14. Total Other Operating Expense 1.487 1,481 (15.126) [13.894) {11,504) (11.454)
18, Operaling income Before Income Tax {1,487} (1.481) 15,136 13.894 11,504 11454
16. Interest Expense - - = o -
17 Taxable Income {1,487) (1.481) 15,136 13,094 11,504 11,454
16, Current Income Tax Rate - {368} (366) 3.746 3,432 2,847 2,835
14 Operating Income (line 15 minus ling 18] 3 (1.118) (1,115 11,390 b 10,455 § 8,657 3 £.618

PRO FORMA WITHESS:

PRO FORMA FUNCTIONALIZATION
or ALLOCATION FACTOR:
[WITNESS: SNOOK]

Supporting Schedules:
IR

NOTE: Thare may be variances in displayed values due ta raunding,

(48)

(50

(51]

BLANKEMSHIP

1. Jurisdiclional

2. Assigned 1o Praduction - Energy

(ENERGY 1)

BLANKENSHIP
1. Jurisdictional
2. Functionalized on Wages & Ealaries

BLANKENSHIP
1. Jurisdictnonal
2. Assigned to System Benefits
(ERGEYSEEN)

Adjustment 1o Test Year operations to annualize the accrual of Sundance maintenance costs a3 autharized in Decision Mo, B9GG3.

Rebuttal adjustment to Test Year operations to remove out of period and miscellaneous items from the Test Year period.

Adjust test year to amortize Cholla Unit 2 Reguiatory Asset over the remaining plant life instead of the accelerated method approved

in Decision No. 78285,

Schedule C-2
REBUTTAL
Fage 17 af 19
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18

ARIZONA PUBLIC SERVIGE COMPANY
INGOME STATEMENT PRO FORMA ADJUSTMENTS

TEST YEAR ENDED

JUNE 30, 2019 - UPDATED FOR REBUTTAL

(Thousands of Doliars)

152)

NEW FOR REBUTTAL
Adjust for Tesl Year AG-X Revenue recoversd

(53)

NEW FOR REBUTTAL

Attachment EAB-Z6RB
Page 18 of 19

(54)

NEW FOR REBUTTAL

inthe PSA TEAM Balancing Account Remave McMicken
Description Tolal Co. ACC Total Co. ACC Tolal Co. ACC
1SV {CX) {cY) CZ) (DA (0B)
Electric Operating Revenues
Revenues from Basa Rates S = B — E 2 & & S - & -
Revenues from Surcharges 15.000 15,000 - -
Other Electric Revenues = A = 2 = A
Total Electric Operating Revenues 15,000 15,000 - - - -
Electric Fuel and Purchased Power Cosls - - = - - -
Oper Rev Less Fuel & Purch Pwr Costs 15.000 15,000 - - - -
Othar Operating Expenses;
Cperations Excluding Fuel Expense - - - - - -
Maintenance - - - & & i
Subitotal - - - - - -
Depreciation and Amortization - - 656 GE6 (261) (261}
Amortization of Gain - - - = E- i
Adminisiralive and General - - - - (858) (653)
Other Taxes - - - - 43) (43}
Total Other Operating Expense - - BG5S BE6 (963) (963)
Operaling Income Belore Income Tax 158.000 15,000 (658) (BEB) 963 963
Interest Expense - - - - 19y (19}
Taxable Incoma 15,000 15,000 (653) [656) Gz a82
Curent Income Tax Rate - 24.75% 4,713 3713 (162] (162) 243 243
Operating Incoma (line 15 minus line 18) 5 11,287 3 11,287 § (484] 3 (484) 3 720 3 720
PRO FORMA WITNESS: SNOOK BLANKENSHIP BLANKENSHIP

PRO FORMA FUNCTIONALIZATION
or ALLOCATION FACTOR:
[WITNESS: SNOOK]

Supperting Schedulas:
NI

NOTE: Thare may be variances in displayed values due ta raunding,

1. ACC Specific
2. Revenues and Expenses are class specific

1. ACC Specilic
2. Assigned to Production Demand
|DEMPROD)

1. ACC Specilic
2. Functionalized on Distribution

(52) Rebuttal adjustment ta Tast Year operations to offset AG-X revenus recavered through the PSA surcharge mechanism,

(53) Rebuttal adjusiment to Test Year cperations (o reflect amortization of the Tax Expense Adjustrent Mechanism Balancing Account

from the rate effective date aver ten years.

(54) Rebuttal adjustment ta Test Year operations o remove expenses related to the damaged and retired McMicken Battery Energy Storage Facility.

Bacap Schedules:
(a) C-1

Schedule C-2
REBUTTAL
Fage 18 of 19
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b2

10.
12
13
14,

NOTE: Thare may be variances in displayed values due ta raunding,

ARIZONA PUBLIC SERVICE COMPANY
INCOME STATEMENT PRO FORMA ADJUSTMENTS
TEST YEAR ENDED
JUNE 30, 2019 - UPDATED FOR REBUTTAL
(Thousands of Doliars)

(55)

UPDATED FOR REBUTTAL
Total Income Statement Adjustments

(al (al
Descriplion Total Co. ACC
[{ulsd} (oD
Elsetrie Operating Revenues
Revenuas from Base Rates b 6,862 5 5,862
Revenues from Surcharges (113,985) {113,879)
Other Electric Revenuas (6,040] (8,0407
Tatal Electric Operating Reverues [113,173) {113,157)
Electric Fuel and Purchased Power Costs [105,785] {105,527
Oper Rev Less Fuel & Purch Puwr Casts (7,378 (7,B30)
Other Cperating Expenszes:
Operations Excluding Fuel Expense [178.409) {176,198)
Maimenance 5,649 6,630
Sublotal {171,7TE0) {160, 588)
Depreciation and Amortization 106,201 104,085
Amortization af Gain - -
Administrative and General (13.943) (12.812)
COther Taxes 8,282 7,833
Total Dther Operating Expense {71,220) (70, 762)
Cperaling Income Before Income Tax 65,842 63,132
Interest Expense 26,988 27,582
Taxabla Income 36,854 35,580
Current Income Tax Rate - 24.75% 9121 B,799
Cparating Income (line 15 minus line 18) 3 54,720 § 54,333
Supporting Schedules: Ercap Schadulgs:
MIA {a) C-1

Attachment EAB-Z6RB
Page 19 of 19

Schedule C-2
REBUTTAL
Fage 19.af 19



Allachmenl EAB-27RB

Page 1of 1
ARIZONA FUBLIC SERVICE COMPANY
COMPUTATION OF GROS3S REVENUE CONVERSION FACTOR
TOTAL COMPANY
TEST YEAR ENDED JUNE 30, 2018 - UPDATED FOR REBUTTAL
[ 2019 |
Fercentage of
Line Incremental Line
No. Descripticn Gross Revenues No.
1. Gross Revenue 100% 7.
2. Less uncolleclible revenue D.41% 2
3. Taxable revenue as a percent 99.59% 3
4, Federal Income Taxes 20.91% 4,
5 State Income Taxes Net of Federal Tax Benefit 3.75% 5
6. Total Tax Percentage 24.66% 6.
T Taxable Revenue - Tax Percentage 74.93% 7.
& 1/Operating Income % = Gross Revenue Conversion Factor (a) 1.3346 a
Supporling Schedules: Recap Schedules:
N/A (a) A-1
Schedule C-3
REBUTTAL

Note: There may be variances in displayed values due to rounding. Page 1 of 1
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REBUTTAL TESTIMONY OF JACOB TETLOW
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-01345A-19-0236)

INTRODUCTION
PLEASE STATE YOUR NAME, POSITION, AND BUSINESS ADDRESS.

My name is Jacob Tetlow. I am Senior Vice President of Non-Nuclear Operations
at Arizona Public Service Company (APS or Company), and my business address
is 400 N. 5th Street in Phoenix, Arizona.

PLEASE PROVIDE A BRIEF SUMMARY OF YOUR EDUCATIONAL
AND PROFESSIONAL BACKGROUND.

I earned a Bachelor of Science degree in Mechanical Engineering from Arizona
State University and worked as an engineer and power plant supervisor prior to
joining APS in 2001. During my years at APS, I have held various frontline and
leadership positions including Production Manager at the Company’s Cholla
Power Plant, Director of Gas and Oil Generation, Director of Coal Generation,
Director of Distribution Operations and Maintenance, General Manager of
Transmission and Distribution Operations, and Vice President of Transmission and
Distribution Operations. | was named to my current position, Senior Vice
President of Non-Nuclear Operations, in January of 2020.

WHAT ARE YOUR RESPONSIBILITIES AT APS?

I oversee more than 2,500 of APS’s union and non-union employees who

responsibly ensure the safe, reliable and efficient operations of:

. The Company’s non-nuclear generation fleet;
. Environmental, facilities, and transportation services; and
B APS’s energy delivery function, which includes system operations,

maintenance, engineering, and construction of the transmission and

distribution system.
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II.

DID YOU PREVIOUSLY FILE TESTIMONY IN THIS MATTER?

No.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE ARIZONA
CORPORATION COMMISSION (ACC OR COMMISSION)?

Yes. I provided testimony in the Company’s previous rate casc in 2016. 1 have
also participated in numerous workshops, open mectings, and other proceedings at
thc Commission.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

The purpose of my testimony is to respond to parties’ pre-filed direct testimony on
post-Test Year plant (PTYP), including APS’s Take Charge AZ pilot program,
system reliability, and customer solar systems. | also respond to proposals for
increased reporting requirements and recommend an alternative set of prudent and
useful reports that balance the interests of stakeholders.

SUMMARY

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY.

I discuss why the Take Charge AZ pilot project, which 1s included in the
Company’s PTYP request, represents a prudent investment. The project was
developed consistent with the Electric Vehicle (EV) Policy Statement in Decision
No. 77044 (January, 16, 2019) which was in place at the time of its inception, has
been positively received by customers, and provides benefits to customers, the

environment, and the electric grid.

Aside from the specific example of EV infrastructure, PTYP in general 1s an
important tool to reduce regulatory lag. PTYDP should not be arbitrarily reduced by
eliminating projects under $5 million. Projects of this size provide value to
customers and contribute to important systemwide requirements such as safety and
rehiability. Cumulatively, they represent significant investments by APS that

would otherwise go unrecognized in this proceeding.

-
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APS’s current target-sctting process based on benchmarking for System Average
Interruption Frequency Index (SAIF1) and System Average Interruption Duration
Index (SAIDI) 1s a common practice for reducing bias and accommodating
uncontrollable variable factors. APS consistently performs at or better than annual
Edison Electric Institute (EEI) top quartile reliability, including achieving top
quartile SAIFI performance 11 out of the last 12 years and top quartile SAIDI
performance nine of the last 12 years. Setting additional external targets can have
unintended negative consequences, including increased costs for customers and
increased safety risks by diminishing APS’s ability to dynamically manage and
balance operational risk and system rehiability. An example, and as discussed in
more detail later, 1s APS’s implementation of proactive wildfire mitigation efforts,
which present a reliability trade-off in order to proactively preserve public safety

when regional fire conditions are extreme.

APS currently deploys several proactive measures, such as load analysis,
inspection programs, and annual summer readiness activities to manage heat
impacts and the need for transformer replacements. It 15 not appropriate or
necessary for performance to expend additional funds and labor conducting a
separate excessive heat impact study related to outages and equipment
replacements. However, the Company continuously evolves its data analytics to
review trends in failure causes for its equipment to make the most impactful

investments on behalf of customers.
1 will cover additional topics, including:

. APS supports providing reliability information to Staff on an annual basis

and 18 available to meet with Staff to discuss the information.
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. The revenue requested in this case is necessary for multiple reasons; onc of
which 1s APS’s need to continue to attract, train, and retain highly skilled

workers to continue to provide customers with safe and reliable power.

. SEIA’s recommendations to allow residential customer system sizes to be
based on mverter settings and to increase the allowed sizes of commercial
systems cause concern. If implemented, these changes could negatively

impact reliability and increase costs for non-solar customers.

. APS proposes to extend AZ Sun solar asset life by ten years.

POST TEST-YEAR PLANT

A. EV Infrastructure

DID YOU REVIEW THE PTYP RECOMMENDATIONS FROM THE
INTERVENORS’ TESTIMONY?

Yes. Specifically, | reviewed the testimonies of ChargePoint, EVgo, the Local
Unions 387 and 769 of the International Brotherhood of Electrical Workers, AFL-
ClO (IBEW), Commussion Staff, the Residential Utility Consumer Office (RUCO),
and Arizonans for Electric Choice and Competition (AECC).

CHARGEPOINT, EVGO AND IBEW SUPPORT RATE BASE INCLUSION
OF THE TAKE CHARGE AZ PROGRAM. DO YOU AGREE WITH
THEIR RECOMMENDATIONS REGARDING THAT PROGRAM?

Yes. ADPS agrees that Take Charge AZ should be included in PTYP. The Take
Charge AZ pilot program was consistent with the EV Policy Statement in place
when the pilot was developed, and thus the costs should be deemed prudent and
included 1in rate base.

APS also agrees that the Commission’s EV Policy Implementation Plan (see
Decision No. 77289 (July 19, 2019)) should be used as a guide for future EV

programs.
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ARE THERE RECOMMENDATIONS FROM THESE ENTITIES THAT
APS OPPOSES?

Yes. Specifically, APS does not believe pre-approval from the Commission should
be required before implementing future EV charging programs in order to seek cost
recovery. While APS i1s committed to working with the Commission and
stakeholders on EV infrastructure investment, an overly prescriptive process can
stifle investment and advancement of this technology.

ARE THERE OTHER ASPECTS OF TESTIMONY ON EVS YOU WOULD
LIKE TO DISCUSS?

Yes. APS would like to acknowledge and support the additional benefits of EV
adoption n Arizona that were mentioned in Southwest Energy Efficiency Project
and Western Resource Advocates’ testimony. Programs such as Take Charge AZ
promote the adoption of EVs. EVs provide value for customers, the electric gnd,
and Arizonans as a whole. EVs are an emerging technology that increase grid
utilization, providing flexible demand that can be managed to increase the
efficiency of grid assets. EVs help spread the costs of gnd infrastructure to
customers more evenly and place downward pressure on rates for all customers as
load increases due to EVs.

WHAT HAS THE CUSTOMER RESPONSE BEEN TO THE TAKE
CHARGE AZ PROGRAM?

Since APS launched the Take Charge AZ program in May 2019, customer response
has been overwhelmingly positive. The program’s pipeline is full (with a waiting

list) even without broadly marketing the program.
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ARE EVS DISCUSSED BY ANY OTHER APS WITNESS?

Yes. APS witness Jessica E. Hobbick discusses EV rate design.

B. Staff

DOES APS AGREE WITH STAFF’S PTYP APPROACH?

Yes. APS agrees with Staff that PTYP 1s an important tool that reduces regulatory
lag and, when combined with the matching principle of rolling forward
accumulated depreciation on existing plant, i1s an appropriate request. Staff
includes APS’s requested 12 months of PTYP and updates the projected 12-month
period included in the application with actuals provided by APS in discovery.
WITH COVID-19 COMPLICATIONS, HOW WAS STAFF ABLE TO
VERIFY THAT THESE PROJECTS WERE ACTUALLY IN SERVICE?
At Staff’s request, APS provided descriptions and photographic evidence of certain
randomly chosen projects that were placed into service during the PTYP period.
Please see Attachment JT-01RB for an example of what was provided. Staff’s
Engineering Report also deems the investments used and useful by this measure.
C. RUCO

DOES APS AGREE WITH THE PTYP RECOMMENDATIONS RUCO
MADE?

No. While RUCO includes 12 months of PTYP, RUCO arbitranly and
inappropriately eliminated APS projects under $5 million for months 6-12 of the
PTYP period.
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WHAT IS RUCO’S RATIONALE FOR THIS RECOMMENDATION?
RUCO cites Docket No. AU-00000A-19-0080, a general docket opened to discuss
PTYP policy, and comments made therein as justification for RUCO’s
recommendation.

WHY DOES APS TAKE ISSUE WITH THIS REASONING?

The above docket has not resulted in any ACC conclusions or policy statements
regarding what should and should not be included in PTYP. Instead, in the present
case, RUCO lists 1n its testimony a summary of its own opinions filed in Docket
No. AU-00000A-19-0080. RUCO witness Frank Radigan writes, “[1]t is my
understanding that all stakeholders in the generic proceeding seem to agree that at
a minimum the PTYP must be in service by the end of the Post test year, the plant
must be used and useful and the plant must be revenue neutral.” RUCO Direct
Testimony of Frank W. Radigan at 7-8 (Oct. 2, 2020). These are all policies APS
has already adopted as part of its application, including for projects under $5
million during months 6-12 of the PTYP.

BUT WHY AN ARBITRARY CUTOFF AT $5 MILLION?

RUCO wrongly contends that projects smaller than S5 million will not affect the
financial health of a company the size of APS, asserting that investments that only
require “middle management” approval should be excluded in PTYP. However,
RUCO’s recommended reduction is more than 20 percent of APS’s entire PTYP
request (a reduction of S165 million of rate base). Radigan at 5. More importantly,
projects under S5 million are still important and necessary to the efficient and safe
operations of the utility and, when prudently invested, should be included in rate

base.

To name a few examples, the following projects, each of which cost less than $5
million, were included in PTYP and were critical to the safety, rehiability and

affordability of APS operations:
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Wood Pole Replacements — The Company’s Wood Pole Replacement
Program replaces poles with less than ten years of remaining life to reduce
distribution outages and mitigate public hazards due to downed poles.
These efforts help minimize variable impacts to customers, like outages that
may occur during monsoon storms with gusty winds that can blow
equipment down. This proactive effort demonstrates a low cost to

customers with a significant positive impact on safety and reliability.

Buckeye 12 kV Substation — This upgrade project, while low in cost,
improved the voltage and reactive power support from the Buckeye to Gila
Bend substations, an area known for rapid growth and high solar penetration
that can impact the voltage levels on the system at key times of the day.
This project incorporates power quality and reliability technologies onto the
distribution system that respond to voltage variations, limiting impacts and
disruptions to customers. In addition, with the proper implementation of
this technology, we can reduce electric energy losses and potentially

increase the efficiency of the electric distribution system.

The Yucca controls upgrade on combustion turbines (CT) 1, 2, and 4 are
examples of how the Company extends the useful lives of its existing assets
through small-investment efforts that increase reliability and maintain
affordability for customers. In this case, these units were builtin 1971 (CT1
and 2) and 1974 (CT4), and the control systems were obsolete. Replacing
these controls reduced repeated outages occurring at the plant and extended

operations of the asset without the cost of building a new unit.

The Sundance CT7 hot section overhaul is an example of the importance of
APS’s routine reliability maintenance programs, which are critical to the

utility’s operations and can help control unexpected costs over ime. This

-8-
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V.

overhaul represents a prescribed outage in the part of the turbine that sces
the most heat and highest pressures from the combustion process.
Conducting routine maintenance per industry best practices and the original
equipment manufacturer’s recommendations helps mitigate safety risks and

ensures generating assets routinely run when needed at minimal cost.

Excluding these kinds of projects because they cost less than $5 million would be
inconsistent with past PTYP practices and could be detrimental to prudent
investment decisions in the future that help control costs and proactively maintain
systems on behalf of customers.

APS OPERATIONS AND RELIABILITY

DID YOU REVIEW STAFF WITNESS GURUDATTA BELAVADI’S
ENGINEERING ANALYSIS TESTIMONY REGARDING APS’S SYSTEM
RELIABILITY AND OUTAGES?

Yes.

DO YOU AGREE WITH THE RECOMMENDATIONS PROPOSED BY
MR. BELAVADI?

APS appreciates Staff witness Belavadi’s thorough analysis and support of the
operations and overall performance of APS’s electric system. The Company
generally supports many of the conclusions in Mr. Belavadi’s testimony, including
that APS’s outage programs are reasonable and appropriate, the system i1s well-
planned for and maintained, and the procurement and replacement processes for

meters and fleet vehicles are satisfactory.

However, APS does not support the Staff’s recommended reliability targets for
SAIFI and SAIDI.

While APS agrees it 1s important to analyze data relative to age and heat impacts

on equipment, the Company has not found a strong correlation between this data

9.
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and the replacement of transformers to warrant the implementation of Statf’s
recommended targeted excessive heat impact and transformer failure tracking

program.

Additionally, APS recognizes the need for information sharing with Staff to
provide meaningful insight into the Company’s performance. However, APS does
not support all of the detailed recommendations for annual reporting requirements
included in Staff’s testimony. Instead, 1 suggest later in my testimony an
alternative format for annual data sharing, which addresses many of Mr. Belavadi’s
requests but in a less burdensome and perhaps more useful fashion.

PLEASE FURTHER EXPLAIN YOUR POSITION ON STAFF’S
RECOMMENDED RELIABILITY TARGETS FOR SAIFI AND SAIDL
APS’s current target-setting process, which aims for annual top quartile rehability
as described more below, is widely accepted as a best practice for reducing bias
and accommodating uncontrollable variable factors. Setting additional and more
stringent externally developed targets, while well intentioned, can have unintended
negative consequences. For that reason, APS does not support Staff’s

recommendation.

APS maintains facilities in a widely diverse service territory composed of both
metro load pockets and remote, rural locations. These locations vary greatly with
respect to geographical and environmental conditions (1.e., desert and forested), the
temperatures to which they are exposed (i.e., extreme cold and extreme heat), as
well as the types of storm-related weather conditions they encounter (1.€., snow and
ice vs. monsoons and microbursts). Despite this diversity and having the eighth-
largest geographic footprint of any U.S. utility, APS has consistently established
and achieved annual targets that are comparable to or better than industry-

benchmarked top quartile reliability performance metrics.

-10-
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Given APS’s expansive and diverse service territory, external setting of reliability
targets could diminish the Company’s ability to dynamically manage operational
risk and system reliability based on the unique circumstances that may change or

develop throughout a given year or over years.

Q. HOW DOES APS APPLY BEST PRACTICES TO DEVELOP

RELIABILITY TARGETS?

A. Benchmarking is widely regarded in the industry as an acceptable method to set

business goals since it supports non-arbitrary targets without bias.! Under this
assumption, APS participates annually in EEI’s peer benchmarking, which ranks
utility performance relative to key metrics. By leveraging the industry’s widely
recognized EEI benchmarking data, APS establishes annual company goals for
SAIDI and SAIFI targeting top quartile reliability. APS consistently performs at
or better than annual EEI top quartile reliability, including achieving top quartile
SAIFI performance 11 out of the last 12 years and top quartile SAIDI performance

nine of the last 12 years. (Refer to Figures 1 and 2.)

! Dekker, H. C., Groot, T., & Schoute, M. (2012). Determining performance targets.
Behavioral Research in Accounting, 24(2), 21-46.

-11-
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Figure 1.

APS Actual SAIFI (All Weather)
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WHAT ADDITIONAL CONSIDERATIONS DOES APS INCLUDE WHEN
SETTING TARGETS?

Fire mitigation is a prime example in which a utility must make trade-offs between
system reliability and overall operational risk. In order to balance these competing
demands, the Company must have the flexibility to make the most holistic
investment choices necessary to mitigate risks to customers, their communities,
and the environment, while providing safe and reliable service to the same

stakeholders.

APS continuously enhances its proactive Comprehensive Fire Mitigation Program
(CFMP) to further reduce wildfire risk in areas with high wildfire potential. As
part of the CFMP, heightened mitigation remedies are put in place when the fire
risk measure reaches a certain action level as dictated by local conditions known
as Preparedness Levels. Preparedness Levels are dictated by fuel and weather
conditions, current and expected fire activity, potential impact to APS’s systems
and stakeholders, and they are established in close coordination with state and
federal agencies. The Preparedness Levels range from one to five, with five being

the highest level.

APS’s fire mitigation remedies include disabling automatic reclosing on
distribution circuits during heightened fire conditions. Under normal operations,
these circuit reclosers would automatically detect and restore intermittent faults,
much like a home circuit breaker. However, during times of high fire nisk a
troubleman 1s deployed to visually patrol lines for potential issues prior to re-
energizing to ensure the integrity of the power line. These precautionary measures
are employed when conditions in APS’s service territory reach a Preparedness
Level of three or greater on a scale of five as needed to help protect at-risk

communities, but they do negatively impact reliability performance and lead to

-13-
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longer restoration times during outages on nearly 150 identified high-risk

distribution and sub-transmission feeders.

Each fire season is unique and varies by many different factors such as rain, heat,
and humidity, as well as available resources to combat fire. The state has
experienced a steady increase in fire activity in recent years, (refer to Attachment
JT-02RB), and regional conditions have increased the number of days in elevated
conditions with Preparedness Levels at three or greater (shown as P3-P5 in Figure
3). As of October 30, 2020, APS was still actively i elevated fire conditions and
had already experienced 162 days, and counting, in elevated fire conditions year-
to-date, up from just 57 days total in 2017 (shown in Figure 3 below). Extended
fire seasons such as this year have a clearly defined negative impact on overall
system reliability. These variables make it difficult to predict the impact of the fire

season on system reliability and precise performance.
Figure 3.
Fire Mitigation Preparedness Levels

Days in Various Levels
NOTE: Non-reclose occurs during P3 - P5
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APS’s performance reported to EEI includes the unpredictable impacts of proactive
fire mitigation. When the impacts for fire mitigation are removed, APS
performance in the past four years is well in the top quartile, and 2020 forecasted
performance at 0.77 for SAIFI and 71.6 minutes for SAIDI through September

2020 (refer to Figures 4 and 5) is well below Staff’s recommended targets of 0.80
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and 75 minutes, respectively.

Figure 4.
APS Actual SAIFI (All Weather)
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System Average Interruption Duration Index
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HOW DOES APS’S PERFORMANCE COMPARE TO REGIONAL
PEERS?

APS performs quite well when compared to a broad and representative group of
peer utilifies. Unfortunately, APS’s public performance data 1s often compared out
of context to the performances of Salt River Project (SRP) and Tucson Electric
Power (TEP). However, when compared to SRP and TEP, APS has a significantly
larger service territory spanning a much more diverse geography: APS maintains a
greater amount of equipment on ifs system: and APS covers territory that 1s
exposed to greater wildfire risk. As a result of these unique disparities, SRP and

TEP do not present a reasonable comparison to APS.

APS’s service territory, which spans nearly 35,000 square miles, covers diverse
and sometimes forested and mountainous terrain across the state of Arizona. As
shown 1n Figure 6, when compared to SRP and TEP, APS provides service to areas
that have experienced more fires since 2000 and represent a greater overall risk of

wildfire. As noted earlier in my testimony, fire risk is a variable factor in APS’s

-16-




Large Fires 2000-2019 Fire Risk Index

reliability that often comes with an operational trade-off, sacrificing reliability at
times to preserve public safety. Because of the diversity in APS’s service territory,

it must balance this trade-off to a greater degree than SRP and TEP.

Figure 6.

Service Territory Wildfire Threat
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Furthermore, when simply comparing the size of service territory, APS’s service
territory is roughly 12 times the size of SRP and 30 times the size of TEP. And,
while APS and SRP serve comparable customer population sizes, TEP represents
a much smaller overall population size. Plus, APS services a broader population
of metro load pockets and expansive, very rural areas of the state, when compared
to both SRP and TEP. In addition, APS maintains a far greater number of line

miles with roughly 6,000 miles of transmission line and 33,000 miles of
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distribution line, compared to SRP’s roughly 3,000 milcs of transmission linc and
20,000 miles of distribution line, and TEP’s approximate 2,000 miles of
transmission line and less than 8,000 miles of distribution line. These differences
equate to disproportionately more and often 1solated and unprotected equipment on

APS’s system compared to SRP and TEP.

Therefore, it 1s more reasonable to compare APS to a broader regional peer set,
which yields perspective relative to challenges faced due to service territory size,
quantity of equipment operated, geography and wildfire risk. To illustrate this
point, APS evaluated its performance relative to the following utilities, as reported

to the Energy Information Administration (EIA):
. Tucson Electric Power (TEP)
. Salt River Project (SRP)
. NV Energy (NVE)
o Nevada Power Company (NPC)
o Sierra Pacific Power (SPP)
. Public Service Company of Colorado (PSCo)
. Southern California Edison (SCE)
. Portland General Electric (PGE)

. Puget Sound Energy (PSE)

This peer set represents a broad base across the Western Interconnection with
considerations for significant load, lengthy transmission lines and geographic

exposure to wildfire risk.

-18-
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Upon reviewing these peers, NVE, which includes both NPC and SPP, represents
the most comparable utility to APS in terms of service territory size and customer
count, serving roughly 1.2 million customers mn a 45,000 square-mile service
territory. NVE also services territories most similar to APS’s terrain, climate and
geography, mcluding comparable miles of total transmission lines in arcas with

high wildfire potential.

When comparing performance to this peer set holistically, as shown in Figures 7
and 8, APS consistently performs competitively in the middle of the peer set.
While SRP and TEP perform lower, or better, than this peer set as a whole, these
two utilities also represent a smaller, more dense metro footprint than these
comparable utilities. And, when comparing only the performance of APS’s metro
regions, APS’s performance 1s equal to or better than SRP and TEP, respectively,
as shown in Figure 7. This metro comparison removes many of the unique features
of APS, including challenges relative to geography, fire risk, and expansive
transmission miles that do not exist to the same degree for SRP and TEP.
Therefore, a metro-only comparison 1s a more equitable comparison of these three

utilities.

Ultumately, APS maintains competitive performance with its regional peers when

compared appropniately for regional and territory constraints.
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SAIDI without Major Event Days
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HOW COULD STAFF’S PROPOSED PRESCRIBED METRIC TARGETS
IMPACT CUSTOMERS?

APS holds itself to a high standard by setting rehability targets in the top quartile
when compared to its peers, and the Company has a proven track record of
achieving those goals. In the process of setting these goals, APS is careful to make
decisions and set targets that encourage a desirable product both in terms of
rehability and affordability. By setting externally prescribed targets, the Company
loses the operational flexibility necessary to optimize that balance, while
¢stablishing and managing prudent budgets accordingly. Externally set targets may
drive unintended system or customer affordability consequences by placing
unnecessary pressure on system performance without validation of other variable
factors and cost control mechanisms. For that reason, APS does not recommend
setting new targets that do not account for environmental variability or the careful
balance of investment to maintain customer affordability paired with reliability.
PLEASE FURTHER EXPLAIN YOUR POSITION ON STAFF’S
RECOMMENDATION FOR A TARGETED EXCESSIVE HEAT IMPACT
AND TRANSFORMER FAILURE TRACKING PROGRAM.

APS agrees that analyzing data, including the age at the time of equipment
replacement, 15 important and can provide msights to inform maintenance
programs and system enhancements. In fact, APS currently tracks this information
and continuously works to improve data analytics capability through current
Company itiatives. However, to date, the Company has not discovered any
strong correlations between transformer age and impacts of heat to warrant a more

targeted approach to addressing these impacts.

As referenced in Staff testimony, APS maintains a system that is adequately and
properly maintained and performs with reliability consistent with peer utilities.

Staff Direct Testimony of Gurudatta Belavadi at 77 (Oct. 2, 2020). APS actively
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deploys a number of programs and proactive practices to track asset health and
maintain top quartile reliability through engineering analysis and maintenance
programs. Transformers, for instance, are routinely inspected and proactively
replaced if degradation is observed. These efforts help maintain an annual
secondary distribution transformer replacement rate of 1.5 percent or less of the
more than 316,000 secondary distribution transformers on APS’s grid (refer to

Figure 9). This performance is consistent with regional peers.

Figure 9.
2014 2015 |2016 (2017 (2018 |2019 |2020*
Total Replaced 4,059 4,049| 3,985 4,269 4,545 4,786| 3,045
Average Replacements Per Month 338 337 332 356 379 399 338
Average Replacements (Summer) Month 365 349 457 446 480 429 380
Average Replacements (Non-summer) Months 325 332 270 31 328 384 305

The replacement rate indicated above includes secondary distribution transformer
replacements due to vehicle impacts, overloads, leaking, rust and other conditions,
and does not simply represent failures. Although summer-month replacement
numbers are higher than non-summer months, the number of transformers replaced
throughout the year and year-to-year is fairly consistent and is not simply a heat-
related summer issue. This is particularly evident in the summer of 2020, which is
now the hottest summer on record with 53 days above 110 degrees, and yet the
summer monthly transformer replacements were the lowest in the past three years.
Given these facts, a separate excessive heat impact study related to outages and
equipment replacements beyond what the Company currently performs is

unnecessary.
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WHAT PROACTIVE MEASURES DOES APS CURRENTLY DEPLOY TO
MANAGE HEAT IMPACTS AND TRANSFORMER FAILURE?

APS regularly inspects its transformers and actively replaces them when
deterioration 1s observed. To date, APS has not observed a strong correlation
between asset age and failure. However, to better understand the impact of both
heat and aging on these assets, APS 1s currently implementing an analysis tool to
improve the Company’s ability to study transformer failures as needed to inform

asset maintenance and replacement strategies.

Additionally, APS leverages load analysis during system upgrades and
replacements to ensure new equipment meets capacity needs, with reasonable room
for load growth, at the time of installation. APS considers how heat impacts
transformer loading and 1s a factor in the standard specifications, but heat is not the
only or even the main drniver of transformer failures. Heat and peak load analysis
15 just one of many programs APS leverages to harden its system and reduce the
risk of an outage, including analysis of aged overhead conductors, underground
cable replacement, wood pole maintenance and replacement, substation upgrades,

and inspection programs.

To prudently manage customer affordability, APS seeks to efficiently balance the
cost of investment and reliability expectations of customers through the analysis of
available asset performance data. Maintenance decisions are guided on the premise
of maintaining top quartile rehability performance. While equipment must be
durable, overhardening equipment for heat exposure wastes energy through
increased system losses and increases equipment costs, so APS carefully makes

this trade-off.
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WHAT IMPACT WOULD THE PROPOSED HEAT AND TRANSFORMER
REPLACEMENT PROGRAMS HAVE ON CUSTOMERS?

APS’s current programs allow the Company to affordably mitigate system risk and
impacts to customer outages while maintaining equipment replacement rates
comparable to or better than industry peers. Any investment to improve reliability
comes with a cost to the customer. APS constantly considers this trade-oft and
invests in areas that maximize return to the customer. The Company is
continuously evolving its system analytics and 1s committed to continuously

tracking pertinent data and making decisions based on data analytics and trends.

APS’s current practices relative to data tracking and transformer replacement are
consistent with regional peers. Implementing additional measures to investigate
and potentially mitigate failures caused by heat would provide limited additional
benefits, risk increasing system losses and lead to unnecessary costs for customers.
However, APS continually reviews asset performance and condition and, if such a
program becomes viable, will invest appropriately.

PLEASE FURTHER EXPLAIN YOUR POSITION ON STAFF’S
RECOMMENDATION FOR ANNUAL REPORTING REQUIREMENTS.
APS 1s committed to sharing information and data with Staff that provides value
and insight to the performance of the Company. APS currently provides outage
information to Staff on a regular basis, such as the 1,000 Hour Report, Daily
Outage Report, and several other formal and informal data reports. APS agrees
with several of Staff’s recommendations for annual reporting, including a
breakdown of overall system reliability, reliability by region, and descriptions of

maintenance programs that help improve system reliability.

APS does not support the following Staff recommendations for reporting

requirements:
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. Summary of projects and facilitics, and their costs, placed into service that

aim to improve rehability

. Results summary of excessive heat/outage program(s).

Instead, I propose the following alternative set of reports for Staff, as this

alternative set of reports may provide more useful information:

. Overall system reliability performance;

. Performance by geographical region;

. System analysis and reliability impact by top outage cause code types;
. Description of planned reliability maintenance programs; and

. Fire mitigation seasonal impacts.

An example of the proposed Annual Reliability Report can be seen in Attachment
JT-03RB. In addition to providing this information on an annual basis, APS i1s
available to meet with Staff to discuss trends and share additional insights.

CAN YOU EXPLAIN THE DISCREPANCY IN THE DATA REPORTED
TO THE EIA VERSUS DATA THAT WAS PROVIDED TO STAFF?

APS determined the data provided to Staff through the discovery process in
response to Staff Discovery Set 13 is correct and reflects accurate SAIDI and SAIFI]
numbers for 2015 through 2019. The Company is mvestigating the reporting to
EIA to determine the cause of the discrepancy in the EIA data.

DOES APS SUPPORT STAFF’S RECOMMENDATION FOR DIVISION-
SPECIFIC STRATEGIES TO REDUCE OUTAGES?

APS already employs geographic and weather-related strategies for design and

construction standards. For example, the Company designs for snow and ice
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loading in Northern Arizona, and very dusty regional conditions in arcas like Yuma
are factored into programs focused on msulator washing. However, APS does not
support the notion of individualized outage programs tailored to specific divisions
or regions. Instead, the Company leverages data to stay cognizant of the health of
the system holistically, and where trends specific to a region may develop. The
Company uses that information to influence its designs and standards. This
approach informs where reliability improvements are needed and what solutions
should be used in each situation. APS uses this data to deploy a variety of programs
to address system weaknesses, including low-performing feeders, underground
cable 1ssues and wood pole replacement programs, to name a few.

IS THERE ANYTHING ELSE IN MR. BELAVADI’S TESTIMONY YOU
WOULD LIKE TO ADDRESS?

Mr. Belavadi’s testimony highlights a dip in regional performance in the Payson
and Prescott areas in 2019. Belavadi at 42. The reliability impacts to both the
Payson and Prescott areas in 2019 are directly related to the fire mitigation efforts
described above that APS implemented for public safety and risk mitigation.
Despite these uncontrollable factors, APS 1s committed to making informed
maintenance investment decisions that improve and manage reliability across its
service territory based on analysis of system performance across its territory.

IBEW RESPONSE

HAVE YOU REVIEWED THE TESTIMONY OF IBEW WITNESS G.
DAVID VANDEVER?
Yes.

26-



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

VI

DO YOU HAVE ANY COMMENTS RELATED TO THE FUNDING AND
TRAINING OF EMPLOYEES AS DISCUSSED BY IBEW WITNESS
VANDEVER?

| agree with IBEW witness Vandever’s description of the hiring and employment
environment in which APS operates. This 18 an extremely competitive
environment to attract, train and retain highly skilled workers to be able to continue
to provide safe, reliable power to customers. The Company’s increasing
investment in transmission and distribution, along with its generally aging
workforce, highlights the need to attract, train and retain highly skilled workers
going forward. 1 also agree that the revenue requested in this case, including the
known and measurable union wage increase, will help keep APS financially sound,
which will allow us to continue to invest in the programs and people who reliably
serve customers.

IS THERE ANY PART OF IBEW’S PROPOSAL THAT APS DOES NOT
AGREE WITH?

While APS does acknowledge the ongoing need to attract and develop skilled labor
provided by IBEW, an additional customer charge to specifically fund that effort
15 not appropriate at this time. APS can accomplish that goal through the already
requested revenue amount.

SEIA RESPONSE

HAVE YOU REVIEWED THE TESTIMONY OF SEIA WITNESS KEVIN
LUCAS?

Yes.

ARE THERE ANY RECOMMENDATIONS FROM SEIA WITNESS
LUCAS YOU WOULD LIKE TO ADDRESS?

Yes. Both the recommendation to allow residential customer system sizes to be

based on inverter size and the recommendation to increase the allowed sizes of

27-



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

commercial systcms could impact rcliability and increasc costs for non-solar
customers. Because feeders have a fixed capacity to add solar, this could also mean
fewer customers per circuit are able to add systems.

WHAT IMPACTS TO RELIABILITY COULD BE SEEN BY INCREASING
THE LIMITS?

APS’s engineering teams work to maximize the amount of rooftop solar mstalled
on the distribution system, while maintaining power quality for customers. In areas
of high rooftop solar penetration, situations can develop in which the gnd
experiences voltage and power quality fluctuations, with output intermittency and
sustained high voltages around these highly concentrated systems. Rooftop solar
can also mask load that affects operators’ ability to switch and restore circuits
during planned and emergency events. As the size of solar systems increase, the
likelihood of these situations occurring ncreases.

HOW DOES APS WORK TO MANAGE THESE POTENTIAL
RELIABILITY IMPACTS?

There are currently more than 114,000 residential rooftop solar systems in the APS
service territory. Each one of these systems 1s integrated into the electrical system
with modeling and studies performed as needed to ensure safe and rehable
operations. APS strives to be a leader in distributed energy resource integration
and enable customers to use behind-the-meter technology. Over the past several
years, APS has studied the impact of photovoltaic (PV) solar systems on the gnd
by looking at the system during times of peak solar production with low load to
understand the impacts to rehiability, and by studying feeders to understand

location-based hosting capacities.
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WHAT ROLE DO ADVANCED INVERTERS HAVE IN MAINTAINING
SYSTEM RELIABILITY?

Once advanced inverters become standard in most rooftop solar installations,
higher levels of PV can be installed on the system with less investment and required
system upgrades. Advanced inverters with appropriate setpoints can regulate
voltage at the point of interconnection, even during periods of high intermittency
such as cloud cover or dust storms. However, using inverter settings as a
replacement for nameplate capacity is inappropriate when qualifying for system
interconnection rating because inverters can be sized larger or smaller than the
solar system with which they are paired. Further, inverters have a typical life of
approximately seven years compared with the longer life of a PV system, which
are typically leased for 20 years. By using the size of an inverter to size the system,
there 1s loss of transparency into the size of the PV system that can impact
distribution system reliability 1f the true PV system impact 1s unknown, or costs to
other customers if a customer exports more energy than itially approved.

HOW CAN THE CHANGES RECOMMENDED BY SEIA WITNESS
LUCAS IMPACT CUSTOMER COSTS?

SEIA witness Lucas refers to limits on PV system size to qualify for the Resource
Comparison Proxy (RCP) rate for residential customers and EPR-6 for commercial
customers. To qualify for these rates, facilities over 10 kW-dc—the facility’s
nameplate capacity—cannot be larger than 150 percent of the customer’s
maximum one-hour peak demand measured in AC over the prior 12 months. (For
example, if the customer’s peak 1s 8 kW-ac, the maximum system size that could
be mstalled would be 12 kW-dc.) These PV system size limits are consistent with
ACC Decision No. 76295, and were developed to encourage better matching of PV
system size to consumption. Since EPR-6 compensates customers for exported

solar at a higher price than APS’s avoided cost, matching PV system size 1s also
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VIIL

very important. Incrcasing the limits on PV system size would unfairly burden
APS’s non-solar customers by requiring non-solar customers to pay for excess
generation at a higher rate than APS’s avoided cost.

CAN COMMERCIAL CUSTOMERS WITH RENEWABLE ENERGY
GOALS INSTALL SYSTEMS GREATER THAN 150 PERCENT OF THEIR
MAXIMUM PEAK DEMAND?

Yes. Commercial customers who want to install larger PV systems may do so
provided the systems meet the requirements in the Distributed Generation
Interconnection Rules and there are no physical limitations on the system, such as
breaker size. If a commercial customer chooses to install a larger system, the
customer would not qualify for EPR-6 and would receive credit for their exported
energy under the rate EPR-2. On this rate, customers would receive approximately
$0.03/kWh for exported energy, which is closer to the Company’s avoided cost,
which 1s currently S0.02254/kWh.

AZ SUN ASSET LIFE

ARE THERE ANY CHANGES TO OPERATIONS THAT IMPACT THE
RATE CASE YOU WOULD LIKE TO ADDRESS?

Yes. APS 1s a leader in solar energy and has installed several utility-scale solar
systems in the recent past. APS i1s committed to maintaining the AZ Sun resources
to maximize asset life and value for customers. As such, APS proposes an asset
life extension to its current AZ Sun utility-scale solar systems by ten years to reduce
annual carrying costs for customers and better reflect their expected useful service

life.

APS mstalled the AZ Sun projects from 2011 through 2017, each with an initial
proposed life of 30 years. Since those units were placed into service, the Company
has gained information and experience in maintaining those assets and believes the

life of the assets can be appropriately extended to 40 years. Extending the life of
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VIIL

these assets to 40 years is within current industry projections for useful life as
supported by organizations such as the National Renewable Energy Laboratory.?
Following industry best practices and the original equipment manufacturer’s
standards for maintenance, APS can gain operating efficiency and maximize the
life and value of these resources on behalf of customers.

WILL THIS BE DISCUSSED BY ANY OTHER APS WITNESS?

Yes. APS witness Dr. Ronald E. White will discuss the financial impacts of
depreciation associated with the 40-year proposed asset life.

DO YOU HAVE ANY FURTHER COMMENTS ON ANY INTERVENORS’
TESTIMONY?

Yes. 1 did not reference every part of Staff and intervenors’ testimony. Not
addressing statements or recommendations should not be taken as an endorsement.
CONCLUSION

PLEASE SUMMARIZE YOUR CONCLUSION.

In summary, I conclude the following:

° APS’s Take Charge AZ EV program is a prudent investment with benefit to

customers that should be included in PTYP.

° PTYP in general is a useful tool and the projects included in APS’s PTYP,
including those under $5 million, are prudent, useful and critical to the

safety and reliability of its system.

° As supported by Staff testimony, APS’s electric system 1s properly

maintained, and its reliability is competitive with regional peers.

2 https://www.nrel.gov/analysis/tech-footprint.html.
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APS docs not support Staft’s recommendation for cxternally sct targets,
which do not appropriately account for operational flexibility to manage

risk, like fire mitigation.

APS acknowledges the importance of tracking asset health data, including
the age at the time of replacement. The Company is currently tracking this
information and will continue to make investment decisions based on data

trends and risk mitigation.

APS has not observed a strong correlation between heat and age impacts on
transformer replacements to warrant changes to its current transformer

failure tracking program.

APS 1s committed to providing useful data to Staff with insights on the

rehiability of APS’s performance to include:

. Overall system rehability performance;

. Performance by geographical region;

. System analysis and reliability impact by top outage cause code
types;

. Description of planned reliability maintenance programs; and

. Fire mitigation seasonal impacts.

The revenue requested in this case 1s necessary for APS to continue to
attract, train and retain highly skilled workers to provide customers with

safe and rehiable power.
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Q.
A.

SEIA’s recommendations to allow residential customer system sizes to be
based on mverter settings and to increase the allowed sizes of commercial

systems should not be implemented.

Extending the asset life of APS’s AZ Sun utility-scale solar assets by ten
years 15 consistent with industry asset projections and would create value

for customers.

DOES THAT CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.
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Sample of PTYP “Used and Useful” Verification i

In lieu of a site visit due to COVID-19 constraints, the following photos were provided to
Commission Staff to demonstrate the Humbug Feeder Rebuild was used and useful.

Humbug Rebuild Feeder
APS19RC01680
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Humbug Rebuild Feeder
S APS19RC01682
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2020 Summer Fire Season
Facts & Figures




Attachment JT-02RB

Page 2 of 3 o apsw

Arizona Wildfire Count, Annual
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Arizona Wildfires by Acreage, Annual
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REPORT SAMPLE

Did Arizona Public Service
Sample Annual Reliability Report

Executive Summary

The following report is intended to serve as an illustrative sample only. The data contained
within is in example and should not be used as an official record of reliability performance.

APS agrees to work with Commission Staff on formatting that is appropriate and mutually
beneficial for both parties. Therefore, formatting and layout is subject to change.

The information provided below 1s intended to address many of the Commission Staff’s requests
for annual reporting and visibility to system performance. The items contained within include
summaries of the following:

Overall system reliability performance

Performance by geographical region

System analysis and reliability impact by top outage cause code type
Fire mitigation seasonal impacts

Description of planned reliability maintenance programs

The illustrative sample begins on page two.
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REPORT SAMPLE

2019 Overall System & Regional Reliability Performance

SAIFI CW SAIFI SAIFI = System Average
Interruption Frequency
—— _ Index
Division | Actual Target Actual Target
Metro 0.57 0.62 0.5 0.51 SAIDI = System Average
State 1.38 1.27 0.83 0.69 .
NE 1.78 1.45 0.87 0.77 Index
NW 1.69 1.12 0.93 0.55 MAIFI = Momentary
SE 0.91 138 0 64 069 Average Interruption
SW 1.01 117 0.87 0.83 Foeqpy Sales
i
AW= All Weather
SAIDI Minutes All Weather MAIFI
Division | Actual Target Actual Target
Metro 49 49 0.43 0.74
State 162 137 1.66 2.12
NE 223 168 2.11 4.48
NW 210 132 1.52 1D
WgSE 90 139 1.6 1.58
SW 110 106 1.04 1.04
System 86.8 79 0.85 1.21

Major Event Days (MEDs):
MED days are not included in the Metric Reporting. The MED threshold for 2019 is
63,415 customer hour interruptions.

5 MEDs: 3/10/2019 (3.2 min), 9/1/2019 (5.75 min), 9/23/2019 (4.15 min), 9/30/2019 (5.1
min), 11/29/2019 (17.2 min)
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2019 Top Outage Cause Codes
Overall System
SAIFI % SAIDI %
Rogesame Index | SAIFI | Index | SAIDI
Weather - Storm Related 0.173 20% 0.319 18%
Equipment Failure - APS 0.128 15% 0.269 15%
Unknown 0.085 10% 0.134 8%
Foreign Interference - Vehicles 0.077 9% 0.129 7%
Underground Cable 0.068 8% 0.125 7%
Substation Related 0.063 7% 0.114 6%
Transmission Related 0.061 7% 0.250 14%
Transmission Related (Storm Related) 0.04 5% 0.085 5%
Scheduled - APS 0.039 4% 0.108 6%
Foreign Interference - Birds 0.02 3% 0.021 1%
Foreign Interference - Animals 0.02 2% 0.034 2%
Foreign Interference - Balloons 0.02 2% 0.019 1%
Foreign Interference - Dig-ins Customer/Contractor 0.02 2% 0.018 1%
Weather - Lightning 0.01 1% 0.009 1%
Environment - Fire 0.01 1% 0.036 2%
Qverload - Other 0.01 1% 0.018 1%
Foreign Interference - Other Accidental Cause 0.01 1% 0.007 0%
Vegetation Contact 0.01 1% 0.011 1%
Vegetation Contact (Storm Related) 0.00 1% 0.010 1%
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REPORT SAMPLE

2019 Fire Risk Mitigation Reliability Impact

TABLE 1. Year End Actuals with and without Fire Mitigation Reliability Impacts.
2019 YEAR END Actuals

Metri Performance with Fire Performance without Fire
e Mitigation Impacts Mitigation Impacts
CW SAIFI 0.611 0.567
| SAIDI (MINY silion 18.73
MAIFI 0.85 1.084

Impacts By Month.

TABLE 2. Fire Mitigation Reliabili
Me tric 5YR Delta 5YR Delta

Page 4 of 8

Actnal Acmal

AW S ATET 0.005 0.016 0011 0.02 0.045 0.025
CW SAIFI 0.004 0.02 0.016 0.003 0.01 0.007
AW S AIDT (1min) 0.476 1.543 1.067 1.952 3.184 1.432
MAIFI 0.022 0.004 0.105 0.001

Metric 5YR Kt Delta 5YR oy Delta
AW S ATET 0.008 0.049 0.041 0.007 0.038 0.031
CW SAIFI 0.002 0.02 0.018 0.004 0.007 0.003
AW S AIDI (min) 0.706 4.436 .73 0.523 2.381 1.858
MAIFI 0.079 0.019 006 0.035 0.004 -0 031

TABLE 3. Fire Mitiiation Reliabilii Imiacts for 2019.

Metric S5YA Actual Delta
SAIE] 0.039 0.149 0.11
CW SAIFI 0.013 0.057 0.044
SAIDL (MIN) 3.457 11.543 8.09
MAIFI 0.241 0.028 0213
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REPORT SAMPLE

Overview of Reliability Based Reliability Programs

The lists below represent both maintenance and capital replacement programs that facilitate
equipment replacements or preventative maintenance work. These programs are intended to
identify equipment-related issues before outages occur and/or support asset upgrades post-event.
All of the listed programs improve reliability in some form.

Inspection-Related Programs

Inspection Related
Program

Program Description

Transmission Line
Maintenance

The Transmission Line Maintenance Program provides
maintenance frequency and criteria guidance for the inspections of
transmission lines. The purpose of this program is to determine the
condition of transmission line equipment and identify issues which
may pose safety hazards to the public or compromise system
reliability. The results of the inspections also provide
documentation in the form of the corrective actions needed.

Wood Pole
Maintenance

The purpose of the Wood Pole Maintenance Program is to foster
and improve system reliability through the identification and
replacement of damaged. defective or failed sub-transmission line
wood poles. In addition, the inspection program is the mechanism
by which preliminary annual stand-alone project scopes are
developed. Those individual projects are then considered for
capital budget replacement as a larger project.

Vegetation
Management

The Vegetation Management Program provides maintenance
frequency and criteria guidance for vegetation management around
distribution and transmission circuitry. The program identifies
vegetation conditions and growth around Distribution and
Transmission conductors that pose a safety hazard to the public or
compromise system reliability. Additionally, the program ensures
compliance with FERC and ACC regulations and provides
documentation of reporting in the form of corrective actions taken
in the field. This program also includes herbicide treatments, where
applicable.

Thermography Scans

The purpose of the Thermography Scans Program is to detect
deterioration and impending failures in certain electrical and
mechanical systems through the use of thermal imaging. As an
imaging technology. infrared thermography requires no contact
with the energized systems and equipment, making it an ideal tool
for the power industry to troubleshoot component condition and
operational readiness. This program includes scanning elements of
the distribution, network, transmission, and substations systems at
APS.
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Circuit Breaker
Maintenance

The Circuit Breaker Maintenance Program provides maintenance
frequency and criteria guidance for performing minor maintenance
(cleaning and lubrication) on circuit breakers. This program
mecludes both distribution class vacuum circuit breakers and sub-
transmission and transmission gas circuit breakers.

Transformer &
Reactor Oil Sampling

The purpose of the Transformer & Reactor O1l Sampling Program
1s to monitor and trend dielectric, chemical, and physical condition
of the insulation systems within transformers and reactors. This
program also provides insights into the remaining operational life
of these apparatus. Understanding the health of the insulation
systems ensures that the insulation continues to perform its
mtended function and to avoid a catastrophic failure of these high
value components.

Recloser &
Sectionalizer
Maintenance

The Reclosers & Sectionalizer Mamtenance Program maintains the
growing fleet of equipment through consistent maintenance,
testing, and replacement of APS's reclosing assets. Reclosers play
a critical role in grid reliability, especially in more remote
locations, due to their automatic sensing and activation capabilities.
This program performs organized time-based inspections on each
device throughout the system in addition to replacing a select
number of antiquated, hydraulic-style non-communicating devices
with modern technology annually.

Switching Cabinet
Inspections

The purpose of the Switching Cabinet Inspections Program is to
mspect and replace pad-mounted distribution cabinets to maintain
feeder reliability, deliver power effectively to customers, and
maintain public safety. The cabinets are mspected for rust,
broken hinges, door misalignment. and pad cracks or breaks.

Automatic Transfer
Switch Maintenance

As part of grid modernization, more remotely operated switching
capability is being added to the grid. The Automatic Transfer
Switch Maintenance Program provides maintenance frequency and
criteria for performing maintenance on automatic switching
devices. This program also modernizes the grid by i1dentifying
switches that need motor operators and communication
capabilities.
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Replacement-Related Programs

Replacement Related
Program

Program Description

Substation
Transformer
Replacement

The purpose of the Substation Transformer Replacement Program
1s to replace high-risk, end-of-life substation class transformers
prior to failure. Candidates for replacement are considered based
upon condition health assessments, testing, criticality, and defined
replacement criteria.

Substation Aged
Equipment

The purpose of the Substation Aged Equipment Program is to
replace aging substation equipment prior to an unplanned failure,
which often results in outages. Equipment can be at end-of -service
life, problematic or in an advanced degraded state due to loading
and/or operation. Engineering evaluates the condition of these
assets, prioritizes and recommends a list of assets to be replaced on
an annual basis.

Aged Conductor

The purpose of the Aged Conductor Program is to improve
reliability and reduce safety risks through the replacement of legacy
overhead distribution conductor. The program targets feeders with
a high density of aged conductor to be replaced with updated
standard line. The program intent 1s to re-conductor all legacy,
undersized wires with standard wire to reduce wire down events
due to fault conditions or weather events.

High SAIFI Feeder
Program

The High SATFI Feeder Program focuses on improving system
reliability through identifying the worst performing feeders. The
identified feeders are analyzed by engineering and inspected by a
designated reliability crew to coordinate solutions to improve
feeder performance. This program provides funding for costly
mmprovement solutions that might be identified such as wire
replacement. pole replacements, equipment upgrades, etc.

Network Equipment
Replacement Program

The purpose of the Network Equipment Replacement Program is to
improve the safety and reliability of our network by preventing
catastrophic failure of network equipment. The program targets
equipment at the end of life and includes the mstallation of
Supervisory Control and Data Acquisition (SCADA) systems.
SCADA allows the monitoring of equipment health serving key
account customers such as hospitals, banks. high rise buildings and
data centers. Monitoring equipment health enables APS to modify
maintenance plans and position for a proactive approach to
equipment replacement.




Attachment JT-03RB
Page 8 of 8

REPORT SAMPLE

Overhead Planned
Replacement

The purpose of the Overhead Planned Replacement Program is to
foster and improve system reliability through the identification and
sequential replacement of damaged, defective or failed line
equipment. The program addresses both the APS transmission and
distribution electrical grid system voltage classes. In addition, the
mspection program 1s the mechanism by which preliminary annual
stand-alone project scopes are developed and prioritized in the
annual budgeting process.

Wood Pole
Replacement

The purpose of the Wood Pole Replacement Program is to foster
and improve system reliability through regular inspections and
maintenance, including total replacement of wood poles. Failures
of these poles can interrupt service to customers, present a public
safety hazard and result in costly emergency repairs. In recognition
of these risks. Section 6 of the National Electric Safety Code
requires utilities to regularly inspect and maintain the poles i their
system.

Underground Cable
Replacement

The purpose of the Underground Cable Replacement Program is to
improve system reliability by systematically replacing all of the
remaining direct buried primary distribution cable in a cost-
effective and efficient manner. At times, replacement of cable
already installed m conduit may be included in this program in
special circumstances.

Underground
Transformer
Replacement

The purpose of the Underground Transformer Replacement
Program is to improve the safety and reliability of APS's
underground system by replacing pad-mounted distribution
transformers due to end-of-life conditions such as broken hinges,
rusting enclosures, leaking oil and broken pads.

Serveron Program

The purpose of the Serveron Program is to remotely monitor
dissolved gas analysis (DGA) of the fleet’s extra high voltage
(EHV) transformers/shunt reactors and automatically report
transformer system health anomalies in order to avoid unplanned
failures, lower maintenance costs, and improve reliability.
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II.

REBUTTAL TESTIMONY OF JESSICA E. HOBBICK
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-01345A-19-0236)
INTRODUCTION

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name 1s Jessica E. Hobbick. My business address is 400 N. 5th Street, Phoenix,
Arizona 85004,

DID YOU PREVIOUSLY FILE TESTIMONY IN THIS MATTER?

Yes. 1 filed direct testimony submitted with Arizona Public Service Company’s
(APS or Company) application.

ARE THERE ANY ADDITIONS TO YOUR PROFESSIONAL
EXPERIENCE?

Yes. My professional experience now includes having graduated Magna Cum
Laude from Grand Canyon University with a Bachelor of Science degree in
Business Management.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

The purpose of my rebuttal testimony is to introduce APS’s proposed changes to
simplify residential rate plan options in response to intervenor and public comment
and to respond to parts of the direct testimony from Staff and intervenors.
SUMMARY

PLEASE SUMMARIZE ANY CHANGES TO APS’S MAJOR RATE
PROPOSALS.

After receiving feedback from a variety of stakeholders and intervening parties in
this case, APS appreciates the need to simplify residential rate plan offerings.
Given this feedback, APS 1s now proposing changes that would consolidate its
existing six residential rate schedules into three options that would be available to
all eligible residential customers, including one flat rate, one time-of-use (TOU)

rate, and one demand rate. Flat rates will be available for all non-solar residential
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customers, regardless of usage. The basic suite of tlat rate plans, including 1) R-
XS (Lite Choice); 2) R-Basic (Premier Choice); and 3) R-Basic Large (Premier
Choice Large), which 1s currently frozen, will be combined into one streamlined
rate schedule with three usage groups that have differentiated energy and basic
service charges that customers would be placed within annually based on the
average monthly usage consumed during the previous 12 months. This change will
make flat rates available for all non-solar residential customers, regardless of their

usage.

APS proposes to maintain its existing time of use rate R-TOU-E (Saver Choice).
And, to simplify its demand rates, APS proposes to freeze the R-2 (Saver Choice
Plus) demand rate plan, making it unavailable for new customers, while allowing
existing customers who have already selected R-2 to remain on that rate plan.
Consequently, R-3 (Saver Choice Max) would be the only demand rate plan option

available to new customers going forward.

These proposed changes will further benefit customers by eliminating the current
90-day TOU trial period for new customers as well as eliminating the reassignment
of larger usage customers from the flat rate to a TOU rate when their usage exceeds
the current flat rate eligibility requirements.

WHAT ELSE IS COVERED IN THIS TESTIMONY?

APS is updating its request for an overall increase in retail revenue to a base rate
increase of $41 million or 1.23%, resulting in a net impact of 5.14% when the
adjustor impacts are considered.! This represents a reduction of $15 million from
APS’s original application. The updated request 1s distributed evenly among rate
classes in a manner consistent with the initial application. 1 discuss why revenue

distribution proposals from intervenors Walmart Inc. (Walmart) and Federal

! Numbers are rounded [or ease ol discussion.
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Executive Agencies (FEA) would generally decrease costs for large business

customers to the detriment of residential customers.

I respond to a number of changes in residential rate design proposed by Staff and
intervenors that APS does not support, including modifications to the TOU hours,
changes to the seasonal months and rates, differences in the ratio of on-peak to off-
peak prices, reductions in the basic service charges, and untimed demand charges.
In general, these proposals run counter to APS’s goals to limit a broad range of bill
impacts to residential customers and simplify rate features and options. While 1
may not address every detail related to intervenors’ recommendations, it should not
be interpreted that 1 agree with each position unless specifically stated within my

testimony.

Lastly, I discuss revising Service Schedule 1 to lengthen the amount of time APS’s
customers have to remit payment after a bill is issued from 14 days to 21 days to
align its practice more closely with other utilities and to improve customer
satisfaction.

UPDATED REVENUE REQUIREMENT AND ALLOCATION TO RATE
CLASSES

WHAT IS THE COMPANY’S UPDATED REQUEST FOR AN OVERALL
INCREASE IN RETAIL REVENUE?

The updated request has been reduced based on adjustments described in APS
witness Leland Snook’s testimony. This brings the original base rate increase
down from $69 million to $41 million, which represents an overall base rate
increase of 1.23%. Once the tax expense adjustor mechanism and environmental
surcharge transfers to base rates are factored in, and the Advanced Energy
Mechanism is added, this results in an overall net impact to customers of 5.14%.

The net impact to the residential class specifically 1s 4.99% and the general service



net impact 1s 5.33% when the Advanced Energy Mechanism is spread across
classes based on kWh sales.

HOW IS THE UPDATED REVENUE REQUIREMENT ALLOCATED TO
THE VARIOUS RATE CLASSES?

The updated request is allocated among rate classes in a manner consistent with
APS’s 1mitial application. APS proposes an even distribution of the average
Increase across the rate classes to avoid disparate impacts between rate classes.
Residential Utility Consumer Office (RUCQO) witness Frank Radigan supports
APS’s recommendation to spread the retail revenue change equally across
customer classes.

WHAT JUSTIFICATION SUPPORTS THIS EVEN DISTRIBUTION OF
REVENUE?

When APS implemented the rates approved in Decision No. 76295 (August 18,
2017), one of the primary areas of focus was to realign rates with costs; thus, the
allocation of the revenue increase approved by the Arizona Corporation
Commission (Commission) reflected those efforts. As a result of those efforts to
create a closer connection between rates and cost causation across the rate classes,
the net impact to residential customers in the last rate case was 4.54%;, and the net
impact to the general service class was 1.87%, as shown in Table 1. Significant
progress was made in the last rate case on improving the revenue allocation, thus,
1t is appropriate here to spread the proposed increase evenly and avoid significant
Increases to any one particular class. For that reason, APS continues to recommend
an average distribution of the proposed increase, which 1s also supported by

RUCO.
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Table 1. Revenue from Base Rates under Present and Proposed Rates
2016 Rate Case

Revenue from Base Rates under Present and Proposed Rates

1Al 8 c) (o [} lii]

Present Proposed Adjustor Net

Rates 4 Rates G Change Transfers * Change Increase’
Customer Classification " (sooo) " {5000} " (5000} % " (s000) " (s000) %

1 (A (G fc)- (€} {Fi (A

Residential 1,486,578 1,722,584 236,408 15.90% 168,861 67,545 4.54%
General Service 1,343,926 1,463,595 119,669 8.90% 94,547 25,122 1E7%
Irrigation/Water Pumping 28,739 32,952 4213 14.66% 3,248 965 3.36%
Outdoor Lighting 21,082 22,708 1,626 T71% 982 644 3.05%
Dusk to Dawn Lighting Service 8,578 9,240 662 7.72% 313 345
Total Sales to Ultimate Retail Customers 2,888,503 3,251,479 362,578 12.55% 267,951 94,625

ARE THERE INSTANCES WHERE THE ALLOCATION OF REVENUE
CREATES INCONSISTENT IMPACTS FOR RATE CLASSES IN YOUR
PROPOSAL?

Yes. The net impact, which includes both the increase to base rates and the adjustor
transfers, among classes ranged from 5.41% to 5.82%, as shown below in Table 2,
as well as SFR H-1 filed with the original application. The numbers in the base
rate increase ranged from 1.33% to 3.64% in that same schedule. Arizona School
Board Association (ASBA) witness Travis Sarver asserts that the increase to the
GS Schools was higher than the amount applied to other classes although the base
rate increase applied to this class was 2.69% and the net impact was 5.60%, both
of which are within the ranges described. The primary driver behind the difference
in this range of impacts is the result of the transfer of the Tax Expense Adjustor
Mechanism (TEAM) into base rates. For simplicity, the TEAM adjustor refunded
the benefit of the lower income tax rate as a cents per kWh, although income taxes
are generally allocated in cost of service using class revenues. This means that

some classes received a disproportionate benefit of the tax credit through the
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adjustor as compared to what they will receive when the federal tax rate is directly
reflected in rates. To mitigate these impacts, slight adjustments were made in rate
design to achieve a narrow range of net impacts and maintain a near even
distribution of revenue across classes, as seen in Table 2.

Table 2. Net Rate Impact by Customer Class

Base Revenues in tha Test Yaar (a) Proposed Increaze{b)

@l i iq 0

Prazent Proposed Adjustor | Net Net
1 2

= | |
Rates ° Rates Changs Transfers *| _Changs Incraase

Customer Catsification (5000} {5000) (5000} % (s000) (5000) %
B - LA a /Al (WY 1] I3/ fa)

1,780,264 1779, X5 | 38341 (55,288} | 34209

Genersl Service 1,476 858 | 1504994 28,136 IS?.E‘.G!: B5352

Irrigation/Water Pumping 32 188 | 32,615 | 427 (L374)| 1801

Outdoor Lignting | 20,814 | 21,572 758 (s07)| 1165

Dusk to Dawn Lighting Service | 9,067 9,336 323 (177) S0&

Tota! Saies to Uktimate fAetall Customers 3,271,191 3347,751 | 68591 (115,042} 183533

DO YOU AGREE WITH THE REVENUE ALLOCATIONS PROPOSED BY
INTERVENORS WALMART AND FEA?

No, their proposals would generally decrease costs for large business customers to
the detriment of residential customers. Walmart witness Steve Chriss’ proposal in
his Direct Testimony (Walmart Direct Testimony of Steve W. Chriss at 7, Table 2
(Oct. 9, 2020)) would result in allocating approximately $200 million dollars more
to the residential class, roughly five times the amount proposed by APS, while
decreasing rates for other non-residential classes. Similarly, under FEA witness
Amanda Alderson’s proposed revenue spread reflected in attachment AMA-6DR,
the residential class would be allocated more than $149 million dollars of the

$183.6 million increase requested in APS’s application.




V.

DO YOU AGREE WITH THE REVENUE ALLOCATION PROPOSED BY
STAFF?

No. APS does not agree with Staff witness David Dismukes’ proposed allocation
which would reduce rates to all customers, with those rate classes reflecting a rate
of return that i1s less than the Company’s average receiving half of the overall
average decrease. The Company does, however, agree with several points made
within Staff witness Dismukes’ testimony that encourage the use of gradualism to
protect customers from rate shock, the importance of maintaining rate continuity,
and his emphasis that the cost of service is not the only factor to use in rate
development (Staff Direct Testimony of David E. Dismukes, PHD at 22-23 (Oct.
9, 2020}).

RESIDENTIAL RATE DESIGN

WHY IS APS PROPOSING TO CONSOLIDATE RESIDENTIAL RATES
AT THIS TIME?

APS supports the desire to streamline its rate offerings to make it easier for
customers to distinguish between the rates and choose the rate that 1s best for them.
The changes APS proposes will simplify rates while still providing customer

choice: one flat rate, one TOU rate, and one demand rate.

Specifically, APS proposes consolidating its current family of basic, or flat rates,
into one rate schedule and making it available to all non-solar customers. This
change streamlines the basic rate offerings, which are identical in structure, with
customer and energy charges that would continue to differentiate between small-,
medium-, and large-use residential customers and better align with the cost to serve
them. Customers would continue to select the energy use tier for which they are
eligible based on their annual average monthly usage consumed during the

previous 12 months and be billed on the corresponding rates.



APS also proposes moving to one residential demand rate. Under the present rate
structure, customers may choose between two demand rates, R-2 (Saver Choice
Plus) and R-3 (Saver Choice Max). Freezing R-2 going forward obviates any
potential confusion about the differences between the two demand rates, while at
the same time preserving a demand rate option for customers, a choice that
residential customers have had for nearly 40 years. APS recommends keeping R-3
(rather than R-2) going forward because the R-3 rate plan has resulted more
frequently in customer bill savings, and 46.7% of existing customers on R-2 today
would have saved money annually if they were on R-3.

HOW WILL THESE CHANGES AFFECT THE 90-DAY TRIAL PERIOD
FOR NEW CUSTOMERS THAT CURRENTLY EXISTS?

Currently, new customers who will likely consume an average of 600 kWh or more
per month are required to first select a TOU rate before they have the option to
choose a basic rate. Upon the conclusion of that trial period, customers are
provided with a notification that additional rate options are available and customers
are encouraged to visit aps.com or contact the Customer Care Center and discuss
available rate options with an APS Advisor. APS agrees with Staff witness
Dismukes’ recommendation to eliminate the 90-day trial period and is proposing
that it be discontinued so customers who consume 600 kWh or more also have the
flexibility to select any one of the three rate schedule options available. Although
the TOU-E rate option often results in savings for customers who consume more
than 1,000 kWh monthly, monthly pro forma billing will be used to continue to
inform customers of the additional choice while preserving their preference to

enroll in a basic rate.



ARE THERE ADDITIONAL BENEFITS TO CUSTOMERS IN
SIMPLIFYING RESIDENTIAL RATE STRUCTURES?

Yes. This simplification modifies the annual rate reassignment process to allow
customers to remain on a basic rate structure if they so choose. Currently,
customers on R-Basic (Premier Choice) who exceed an average monthly usage
level of 1,000 kWh are reassigned to R-TOU-E (Saver Choice). For some
customers, the transition from a basic energy-only rate to a TOU rate may not align
with their preferences and cause confusion or dissatisfaction. 1 will note that one
reason this approach was taken previously is that generally customers of this size
find more benefit, from a strictly economic perspective, being on a TOU rate.
Opening up flat rates for customers with usage above 1,000 kWh a month may

likely cause more customers to not be on their most economical plan (MEP).

APS supports the suggestion by RUCO witness Radigan that the annual rate
reassignment be modified to favor customer choice, and the Company recommends
unfreezing R-Basic Large (Premier Choice Large) to allow customers to remain on
a basic structure should their average monthly usage increase.

WHAT IS THE REVENUE IMPACT OF THE RESIDENTIAL RATE
CHANGES DESCRIBED?

There i1s no revenue impact associated with the changes to consolidate the basic
suite of rates and unfreeze R-Basic Large (Premier Choice Large). Similarly,
because the proposal 1s to freeze R-2 (Saver Choice Plus) with the current level of
customer enrollment and not migrate those customers to another rate, there is no

revenue impact that results from that change either.



AMERICAN ASSOCIATION OF RETIRED PERSONS (AARP) WITNESS
SCOTT RUBIN ASSERTS THAT APS FAILED TO ENFORCE THE RATE
REASSIGNMENT RULES IN PLACE. DO YOU AGREE WITH HIS
ASSESSMENT?

No. Under the rules in the tariff, APS reassigned 61,320 customers in 2018 and
59,984 customers in 2019. The reason AARP witness Rubin believes there are
32,420 customers enrolled in rates for which they are not eligible 1s because he
used a period of time to determine average monthly usage that is different than the
actual reassignment process. Because the annual rate reassignment occurs at the
end of the calendar year, the average monthly usage consumed during the actual
period evaluated, December 2018 through November 2019, differed from the
average monthly usage calculated by AARP. AARP incorrectly used the split Test
Year average information to reach its conclusion, rather than end of year
information. Notably, AARP’s suggestion would have resulted in undercollection
of $1.77 million. APS confirmed this as the cause of the alleged discrepancy by
recreating both the calculation of the average monthly usage during the Test Year
and the actual period that would have been used for reassignment.

DOES APS PLAN ANY ADDITONAL CHANGES TO THE RATE
REASSIGNMENT PROCESS?

Yes. To further improve customer satisfaction and understanding of the rate
design, APS proposes to allow customers to call the APS Customer Care Center
and be moved back down to their initial usage tier the first time they are bumped
up to a higher tier via reassignment. Advisors will provide helpful tools to assist
customers in monitoring the amount of energy consumed monthly such as usage
notifications or information available on the bill and aps.com so they are prepared
for future reassignments. APS will add this clarification to its Service Schedule 1

if approved by the Commission.
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DOES APS SUPPORT DEFAULT RATES AS PROPOSED BY
SOUTHWEST ENERGY EFFICIENCY PROJECT (SWEEPFP), WESTERN
RESOURCE ADVOCATES (WRA) AND AARP?

No, APS does not support the proposal put forth by SWEEP, WRA to default all
new customers to a TOU rate. Nor does APS support AARP’s proposal to default
customers to specific types of rates based on usage. While there can be benefits to
default rates, APS’s proposal supports allowing customers to choose the rate that
1s right for them while also simplifying the rate offerings. APS disagrees with the
premise put forth by some intervenors that a customer who does not select his or
her MEP must not understand the available rates. In Guidehouse’s Review of the
2017 Customer Education and Qurreach Plan & Response to the Plan, attached to
the Rebuttal Testimony of APS witness Monica Whiting as Attachment MW-
03RB, they support that “Given the preference for the status quo, programs that are
unaware of this bias may incorrectly interpret people’s failure to actively make a
choice as an indication of low levels of awareness, irrational behavior or poor
program execution.” (Guidehouse Report at 43.) Much like a customer who
chooses an unlimited data plan through a cell phone provider, there may be some
months when a lower-cost plan might have met the customer’s data needs, but
ultimately the customer selects the plan that works best for that customer given the
totality of the circumstances.

DID INTERVENORS PROPOSE CHANGES TO APS’S SUITE OF
RESIDENTIAL RATES?

Yes. Several changes were recommended by intervening parties, some of which
are being adopted by APS while others are not. Changes that APS does not support
include modifications to the TOU hours, changes to the seasonal months and rates,

differences in the ratio of on-peak to off-peak prices, reductions in the basic service

-11-
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charges, and even untimed demand charges that would require customers to
manage their level of consumption 24 hours a day, seven days a week.

WHY DOES APS NOT AGREE WITH THESE PROPOSALS?

As I discuss in further detail below, the goals of APS’s proposed rate design
changes 1n this case are to limit a broad range of bill impacts to residential
customers and to focus on efforts that simplify rate features and options, and
therefore intervenor proposals were evaluated through this lens.

DOES APS SUPPORT CHANGING ITS RESIDENTIAL ON-PEAK
HOURS?

No.

WHY ARE THE CURRENT ON-PEAK HOURS OF 3:00 P.M. TO 8:00 P.M.
MONDAY THROUGH FRIDAY APPROPRIATE?

APS witness Brad Albert explains the basis for selecting 3:00 p.m. to 8:00 p.m.
Monday through Friday as on-peak hours. APS witness Albert provides evidence
that this time period correlates with APS’s system peak and explains why 1t is
important to send correct price signals to customers that encourage conservation
during these hours based on system load and resources.

EXPLAIN WHY CHANGING THE ON-PEAK HOURS IS NOT
RECOMMENDED IN THIS CASE.

In addition to the fact that these hours reflect the actual APS system peak, there are
several additional reasons to leave the current on-peak hours intact, including
customer stability, avoiding a broad range of bill impacts driven by different
customer usage patterns during different time periods, and the challenges in
informing customer rate selection using historical data when on-peak hours, which
are used to influence customer energy use, change. In its last rate case, APS
reduced the number of on-peak hours, decreasing them from a seven-hour window,

which ran from noon to 7:00 p.m., to the current five-hour period of 3:00 p.m. to

-12-



8:00 p.m. Customers have responded by shifting their usage patterns, and they
continue to adapt to this new, shorter period; gradualism supports leaving it in
place. The previous on-peak hours of noon to 7 p.m., introduced on July 1, 2006
in Decision No. 68645, were in place for 11 years before they were eliminated and
frozen for legacy solar residential customers in August of 2017,

WHY WOULD CHANGING THE ON-PEAK HOURS CAUSE A BROAD
RANGE OF BILL IMPACTS?

Customers consume varying amounts of energy during the on-peak and off-peak
periods due to individual lifestyles and circumstances. As a result, reducing the
number of on-peak hours would result in different levels of bill impact across
residential customers. This was evident in the percent change included in Schedule

H-4 filed with APS’s application in the 2015 Test Year rate case.

To complete the proof of revenue, customer usage during any proposed on-peak
and off-peak periods would need to be collected, and then the level of costs
recovered in each window would need to be spread over the levels of usage that
were collected, also referred to as the billing determinants. As the levels of usage
in different hours would differ from those reflected in the 3:00 p.m. to 8:00 p.m.
window, spreading these costs to derive the rates would change the on-peak and
off-peak pricing ratios. Any ratio change to on-peak and off-peak pricing will
cause customers with usage patterns different from the class average to experience
a wider range of possible impacts from the calculated average percent change for

the class.

In the past 40 years, APS has only made three changes to the hours used for on-
peak pricing in residential rates. Because of these complexities, APS does not

support changing the on-peak hours set in the last case.
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HOW WOULD A CHANGE TO THE ON-PEAK HOURS COMPLICATE
INFORMING CUSTOMERS OF THEIR MOST ECONOMICAL RATE?

APS has continued to improve the online rate comparison tool that customers may
use to inform their rate selections, such that it precisely calculates and displays the
amount the customer would have paid on all other eligible rates. One effort in
moving to this level of precision was introducing a tool that leveraged billing usage
data instead of hourly interval data. Not only i1s the tool used for online
comparison, it also provides monthly pro forma billing on customer electric bills,
thereby advising customers whether they would save money on an alternative rate,
and of the annual savings they could achieve in switching rates if they are not
already enrolled in their MEP. Because the data is the same as what is used to bill

the customer, there is never a variance in these calculations.

By comparison, the Company would not be able to use billing data if a new on-
peak period were introduced until 12 months of actual customer billing data
reflecting the on-peak period was collected. Monthly pro forma billing and the
online rate comparison tool would not have the same level of precision that we
have worked to achieve as a result.

ARE CUSTOMERS ADJUSTING THEIR USAGE TO RESPOND TO THE
CURRENT 3:00 P.M. TO 8:00 P.M. ON-PEAK HOURS?

On July 5, 2018, at 3:00 p.m., APS saw a 40 MW reduction in actual system load,
followed by a 60 MW increase at 8:00 p.m. (Figure 1)

-14-
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Figure 1. Rate Impact on Customer Demand — July 5, 2018

40 MW A
decrease at 3:00 i :
; g 60 MW

increase at
8:00 PM

As customers have continued to adapt to these hours, more significant shifting has
occurred. The more recent graph below (Figure 2) demonstrates that even on the
day that APS experienced its record peak system load, July 30, 2020, and
temperatures reached 118 degrees, customers were still responsive to the 3:00 p.m.
to 8:00 p.m. price signal. Even with more customers working from home due to
the pandemic, the data demonstrates that customers are shifting their usage to align
with the on-peak hours. Customers reduced their consumption at 3:00 p.m. by an
even greater extent than 2018 as APS observed a 100 MW reduction in system load

and a corresponding increase of 75 MW at 8:00 p.m.
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Figure 2. Rate Impact on Customer Demand — July 30, 2020
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SOLAR ENERGY INDUSTRIES ASSOCIATION (SEIA) WITNESS KEVIN
LUCAS PROPOSES A FOUR-MONTH SUMMER SEASON. DOES APS
SUPPORT THIS RECOMMENDATION?

No. APS does not support shortening its existing six-month summer rate period
for residential rates, which runs from May through October. Although generation
capacity is typically planned to meet the system load in the four core summer
months, APS basically has three seasons: the four core summer months, two or
three shoulder summer months, and five or six non-summer months. The weather
and loads during the two or three shoulder summer months (April, May, and
October) can vary. Nevertheless, they typically require significant air-conditioning
as temperatures often reach 100 degrees or more, especially in May and October.
Further, while the overall load level for the shoulder months is lower than the core
summer months, their daily load shape patterns more closely resemble the core
summer months than the non-summer months. Because APS is proposing to

simplify residential rates and bills, as recommended by numerous parties, the
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Company does not support changing the existing six-month summer and non-
summer seasons.

WHAT DID RUCO PROPOSE IN ITS NEW OPTIONAL TOU RATE FOR
ON-PEAK AND OFF-PEAK PRICE RATIOS?

RUCO proposes that the on-peak price should be over three times the off-peak
price, when the existing R-TOU-E rate is currently two times the off-peak price.?
RUCO asserts that a higher peak-to-off-peak price ratio will encourage customers
to shift more load to off-peak hours.

DO YOU SUPPORT RUCO’S PROPOSAL?

No. While higher TOU price ratios will always create more incentive for load
shifting, the price ratios must also accurately reflect the cost of service. Otherwise,
as customers shift load to off-peak hours, their bill savings will not be
commensurate with utility cost savings, and as a result, some of the bill savings
will have to be funded by other customers. The current on-peak price for rate
R-TOU-E 1s approximately two times the off-peak price, which is reflective of cost
of service. Further, adding a second optional TOU rate adds more complexity
rather than further simplifying residential rate options.

PLEASE EXPLAIN.

As shown in Table 3 below, the proposed charges for residential rate R-TOU-E
reflect a peak-to-off-peak price ratio of 2.17 for the total bundled rates, which i1s
similar to the ratio for the current rates. However, because the TOU prices
predominately reflect temporal differences in generation capacity and energy costs,
the price ratios for the proposed unbundled generation rates are more important to
the rate design than the bundled amounts. As shown, the peak-to-off-peak price

ratios for the unbundled generation rates 1s 3.01.

2 RUCO Direct Testimony of Frank W. Radigan at 14-15 (Oct. 9, 2020).
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DO THESE PRICE RATIOS REFLECT THE COST OF SERVICE?

Yes. The design of TOU prices can be approached from several perspectives. The
price ratios can reflect the embedded cost of service or they can be informed by
market prices, avoided costs or other factors. Table 4 provides the total generation
cost of service, which includes both capacity and energy costs, from each of these
perspectives. The information includes the cost per kWh for on-peak hours and
off-peak hours, and the ratio of the two. As shown, the peak-to-off-peak “cost
ratio’’ 18 2.28 from an embedded cost-of-service perspective, 2.26 from a market
cost perspective, and a range of 1.78 to 2.12 for years 2018 to 2023 respectively
from an avoided cost perspective. Each of these cost ratios is below the 3.01
unbundled generation price ratio reflected in the rates.

HOW WERE THE CURRENT TOU PRICES DERIVED?

The current price ratios for rate R-TOU-E were thoroughly analyzed and debated
in APS’s last case and ultimately agreed to by Settling Parties, including RUCQO.
They not only reflect cost of service, but also result in a targeted level of bill
savings for customers with rooftop solar. RUCQ’s proposal would move
backwards on the important balanced results from the last rate case.

WOULD RUCO’S PROPOSAL CREATE VARYING CUSTOMER BILL
IMPACTS?

Yes. Several parties have commented on the need to more accurately communicate
the expected rate impacts for specific customers in a rate case, rather than merely
stating the class average impact. APS agrees. In addition, in order to keep the bill
impacts for most customers close to the average, APS proposes minimal, strategic
changes in its rates and opposes changes that would result in increased variability
In rate impacts across the residential class. APS opposes RUCO’s proposal to
introduce a new TOU rate option and to change the on- and off-peak ratio because,

among other reasons, it adds more complication than simplification and, if adopted
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for the existing R-TOU-E rate, would have the effect of significantly increasing the
variability of rate impacts for individual residential customers.

WHAT DO YOU RECOMMEND FOR RATE R-TOU-E?

I recommend keeping the TOU price ratios for rate R-TOU-E at the levels reflected
in APS’s proposed rates, which is, again, consistent with the current ratios.
RUCQO’s new optional TOU rate proposal for an over 3:1 bundled price ratio would
require a much higher price ratio for the unbundled generation charges or including
a much higher level of distribution grid costs recovered in the on-peak price.
Neither result is cost based. In addition, RUCO’s proposal disrupts the balance of
solar benefits agreed to in the last rate case and would cause disparate bill impacts
amongst customers. For these reasons, RUCO’s proposal for a new optional TOU

rate should be rejected.

Table 3. Rate R-TOU-E Proposed Charges
Bundled Rates

summer winter Average
kWh - on 0.24823 0.23552
kWh - off 0.11122 0.11122
kWh - super off 0.03294
Price ratio on/off 2.23 2.12 217
Unbundled Generation Rates
summer winter Average
kWh - on 0.20213 0.18942
kWh - off 0.06512 0.06512
kWh - super off 0.00736
Price ratio on/off 3.10 2.91 3.01
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Table 4. Generation Cost of Service for Rate R-TOU-E

On-peak Off-peak on/off
$ per kWh er kWh Ratio

Embedded Cost ‘ 0.1569 ‘ 0.0687 2.28
Market Cost Ratio ‘ 2.26
Avoided Cost

2018 0.0361 0.0203 1.78

2019 0.0344 0.0174 1.97

2020 0.0334 0.0183 1.83

2021 0.0373 0.0200 1.87

2022 0.0418 0.0221 1.89

2023 0.0489 0.0230 2.12

Sources:

Embedded Cost - Rate Case Cost of Service Study
Market Cost - CAISO EIM prices 2017

Avoided Cost - APS PURPA Avoided Cost Filing 2018

APS ASSESS THE PROPOSED RATE DESIGN IN RUCO’S NEW
OPTIONAL TOU RATE PROPOSAL?

Yes. As I mentioned previously, APS does not support adding an additional TOU
rate because it adds complication, rather than simplification of APS’s residential
rates. In addition, APS evaluated the proposed rates and charges in RUCO’s new
optional TOU rate and found that the rate is not designed to be cost neutral with
the existing R-TOU-E rate and would potentially result in a substantial change in
customer impacts. If the new rate is adopted and properly addressed in a proof of
revenue context, the rate would need to be redesigned to be revenue neutral,

otherwise it would create a large cost shift to residential customers on other rates.

Specifically, RUCO witness Radigan proposes the creation of an additional TOU
rate that includes a $15 basic service charge, a $0.07/kWh off-peak energy charge,
and an on-peak energy charge of $0.25/kWh. Although the proposal does not
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explicitly reflect a super off-peak charge, APS compared the proposal with APS’s
proposed super off-peak rate using RUCO’s testimony that supports retaining the
super off-peak charge. To assess the impacts of this rate, customers billed under
the R-TOU-E (Saver Choice) rate were rebilled under RUCO’s proposed charges.
Table 5 below highlights that this proposal results in a revenue deficiency of
roughly $150 million, which would either require a significant redesign to be
revenue neutral or would have to be spread across other rates to achieve the revenue
requirement with anticipated migration to this below cost rate. RUCO’s proposed
additional TOU rate design not only recovers $150 million less than APS’s
proposed R-TOU-E rate, it also recovers approximately $100 million less than
needed to support the rate decrease reflected in RUCO’s proposed revenue
requirement. The rate would not only introduce a cost shift, but it would also create

a broad range of bill impacts across customer and rate classes.

Table 5. Proposed TOU Rate Comparison

Proposed Proposed Proposed Proposed Proposed Proposed
Billing TOU-E Billing RUCO

Charge Determinants  Rate (5/unit) Revenue (3} Determinants  Rate ($/unit) Revenue ($)

TOU-E
Summer - Days 68,531,326 0.437 29,948,189 68,531,326 0.500 34,265,663
On-peak kWh 625,408,611 0.24823 155,245,180 625,408,611 0.25000 156,352,153
Off-peak kWh 2,578,508,973 0.11122 286,781,768 2,578,508,973 0.07000 180,495,628
Billed kWh, Revenue 3,203,917,584 471,975,137 3,203,917,584 371,113,444
Winter - Days 69,826,575 0.437 30,514,213 69,826,575 0.500 34,913,288
On-peak kWh 277,272,412 0.23552 65,303,198 277,272,412 0.25000 69,318,103
Off-peak kWh 1,416,344,190 0.11122 157,525,801 1,416,344,190 0.07000 99,144,093
Spr Off-peak kWh 231,616,037 0.03294 7,629,432 231,616,037 0.03294 7,620,432 RUCO 582,118,360
Billed kWh, Revenue 1,925,232,639 260,972,645 1,925,232,639 211,004,916 TOU-E 732,947,782
Annual Total 5,129,150,223 5,129,150,223 Difference  (150,829,422)

DOES APS SUPPORT FEA WITNESS AMANDA ALDERSON’S
PROPOSED CHANGES TO RESIDENTIAL RATES?

No. FEA witness Alderson disagrees that demand charges should be used year-
round and suggests that R-2 (Saver Choice Plus) should have a demand charge

billed only during the summer season. In addition, FEA witness Alderson
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encourages a stronger differential between winter and summer energy rates on
R-TOU-E and R-2.

EXPLAIN YOUR CONCERNS ABOUT FEA’S PROPOSAL?

FEA witness Alderson’s proposal to impose the demand charge only in the summer
and to widen the spread of seasonal energy charges on R-TOU-E works against the
underlying premise of mimmimizing a wider range of bill impact. By capturing only
demand revenues in the summer months, the additional winter demand revenue
would have to be collected only during the summer months, causing a dramatic
increase in the demand charge or other rate components. This will cause customers
to experience a broad range of bill impacts based on different levels of energy

consumption and demand.

Similarly, changes to introduce more seasonality in R-TOU-E would result in
higher summer energy rates and lower winter energy rates. In the winter months,
customers who have selected R-TOU-E get the benefit of significantly discounted
energy during the super off-peak period, which serves as a method of introducing
seasonality into this rate.

DO THE BASIC SERVICE CHARGES PROPOSED RECOVER ALL
FIXED COSTS ASSOCIATED WITH PROVIDING SERVICE TO
RESIDENTIAL CUSTOMERS?

No. The current basic service charges are well below the actual costs classified as
customer charges in Attachment LRS-3DR filed with APS witness Snook’s direct
testimony. Customer charges are those that do not vary with the volumetric
consumption of energy. These costs include the cost of the meter, monthly reading
of the meter, billing the customer each month, and other customer service-related

COSIS.
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An example of a customer service expense would be statfing the Customer Care
Center to respond to questions that customers may have. This service is equally
available to all customers and is not influenced by the amount of energy consumed.
WHAT ADJUSTMENTS DOES APS PROPOSE TO THE BASIC SERVICE
CHARGE IN THIS CASE AND WHAT METHODOLGY WAS USED?

APS proposes to increase the existing residential basic charges on an equal
percentage across all rates in order to avoid variability in impacts across rates.
DOES AFPS SUPPORT SWEEP AND WRA'’S PROPOSED BASIC SERVICE
CHARGE FOR ALL RESIDENTIAL RATES? IF NOT, PLEASE EXPLAIN
WHY NOT.

No. Table 6 below illustrates the amount it costs per residential customer to
provide these services as shown in Attachment LRS-3DR filed with APS witness
Snook’s Direct Testimony. Also shown are the proposed basic service charges for
each residential rate as filed in the application and those which were proposed by
SWEEP and WRA witness Brendon Baatz. Contrary to the suggestion Mr. Baatz
makes in testimony that APS 1s proposing to collect the entirety of its proposed
revenue increase through increases to the basic service charges (SWEEP and WRA
Direct Testimony of Brendon J. Baatz at 27 (Oct. 9, 2020)), APS’s proposal simply
increases them at the same average increase level, roughly 2.3% to 2.4%, to
minimize the range of bill impacts to customers. Table 4 clearly illustrates that
even at current levels, each basic service charge is below cost for all but one
residential rate. If SWEEP and WRA’s proposal were adopted, this would reduce
the level of recovery in the basic service charge to be consistently less than half of

the costs that basic service charge 1s theoretically intended to recover.
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Table 6. Proposed Basic Service Charge Comparison

Residential Customer Charge SWEEP Proposal
Rate Cost | Proposed Rate % COS| Proposed Rate % COS
Legacy Solar (Energy) $36.27 | $ 16.06 44.3%| $ 8.03 22.1%
Legacy Solar (Demand) | $ 35.82 | $ 20.01 55.9%| $ 8.03 22.4%
R-Solar (TQOU) $3569 (9% 13.29 37.2%| $ 8.03 22.5%
R-Solar (Demand) $3564 (9% 13.29 37.3%| $ 8.03 22.5%
R-Basic (0-600kW) [ $ 1792 | $ 10.25 57.2%| $ 8.03 44.8%
R-Basic  (601-999 kW) $ 18.14 | $ 15.36 84.7%| % 8.03 44.3%
R-Basic _ (1000+ kW) | $ 18.58 | $ 20.47 110.2%| $ 8.03 43.2%
R-TOU-E $1827 1% 13.29 72.7%| $ 8.03 43.9%
R-Demand $18.64 | $ 13.29 71.3%!( $ 8.03 43.1%

DOES APS AGREE THAT A UNIFORM BASIC SERVICE CHARGE
WOULD BE APPROPRIATE?

No. As Table 6 above illustrates, there are two variations in the customer-related
charges for residential customers. Legacy solar customers receive an additional
production meter to measure solar energy, and so the cost to serve this portion of
their service is higher as a result. Non-legacy solar customers are eligible for any
TOU rate offered to residential customers without solar so the allocation of costs
to that rate does not reflect the additional meter as it does not apply for all
customers in their class. If the basic service charge were 100% cost based, a rate
of approximately $35 for residential solar customers and approximately $18 for

residential non-solar customers would be appropriate.

The basic service charges currently in place were developed during the last rate
case settlement based on intervenor input and feedback so they reflect the interest
of a variety of parties. Additionally, any changes to these charges that differs from
the average percentage of increase being applied would result in a different level
of bill impacts experienced by customers. For customers who consume less
energy, an increase to the basic service charge represents a larger percentage of the

bill than it does to a customer who consumes more.
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DOES APS AGREE WITH STAFF’'S RECOMMENDATION TO
COMBINE R-XS AND R-BASIC AND APPLY THE ENERGY CHARGES
IN BLOCKS?

No. Staff’s recommendation would introduce a rate similar to the E-12 inclining
block rate that was frozen in Decision No. 76295. In APS witness Charles
Miessner’s Direct Testimony from the 2016 rate case, he explains the reasons
supporting the decision to eliminate the inclining block structure. An excerpt from
his testimony is provided below. These reasons remain valid today and
demonstrate why APS does not support Staff’s proposed inclining block rate
(Direct Testimony of Charles A. Miessner, Docket No. E-01345A-16-0036, at 23
(June 1, 2016)):

Customers with higher than average monthly usage pay a rate that
1s higher than average; customers with lower usage pay a rate that
1s lower than average. Therefore, the incentive for customers to
adopt technologies that reduce energy usage varies considerably for
each customer.

In addition, this inclining block rate structure does not retlect cost
of service — the cost of service is not higher for homes with higher
monthly kWh usage on a per unit basis. A large car may consume
more gas, but the cost per gallon is the same for all cars (for the
same octane product).

The existing two-part time-of-use energy rates are an improvement
over the inclining-block rate because they incent technologies that
focus on reducing energy consumption during on-peak hours.
However, this is still only a partial improvement because, like the
inclining block rate, the time-of-use energy rates fail to provide any
incentive for reducing kW demand, which i1s a key driver of
infrastructure capacity costs.
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DEMAND RATES CONTINUE TO FACE CRITICISM FROM VARIOUS
PARTIES. WHY DOES APS CONTINUE TO SUPPORT THESE RATE
STRUCTURES?

Demand rates continue to send the appropriate price signal and provide the most
precise alignment between the rates customers pay and the costs that are incurred
to serve them. As aresult, demand rates offer customers a meaningful opportunity
to save money when they choose to respond to these price signals by conserving

on-peak usage.

Customer-related costs like metering, meter reading, billing and customer service
continue to be recovered through a basic service charge, and costs that vary with
increases and decreases in volumetric consumption, such as fuel, remain collected
through on-peak and off-peak energy charges. The demand charges recover costs
associated with the distribution and generation capacity needed to serve a
customer’s load, which 1s why APS’s demand rates only apply to the times when
system load is highest, the on-peak period. The peak hour of usage during this time
reflects the amount of energy APS should be equipped to serve for a specific

customer during the on-peak period.

In addition, the demand rates are entirely voluntary. APS’s rebuttal proposal brings
back a flat-rate option for all eligible customers. Combined with the TOU options,
customers now have complete freedom to choose the rate structure that best fits
their lifestyle. Customers who voluntarily enroll in demand rates can benefit from
lower energy prices at all hours by managing the amount they consume during the

five on-peak hours during weekdays, excluding weekends and holidays.

In Arizona, the summer climate and cooling needs provide ample opportunity for
customers to pre-cool their homes during the hours leading up to the on-peak

window, helping them lessen the level of peak demand and achieve deeper savings.
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Some customers have invested in smart thermostats, load controllers, and/or other
demand response devices to increase their savings on demand rates. APS believes
strongly that these rates should continue to be offered as they have been for nearly
40 years in Arizona on a voluntary basis to customers who elect to take advantage
of managing their on-peak usage. This preserves the customer’s freedom to choose
and helps to avoid or postpone the need to invest in additional generation resources.
WOULD SWEEP AND WRA’S RECOMMENDATION TO FREEZE
DEMAND RATES BENEFIT CUSTOMERS?

No. APS disagrees with SWEEP and WRA’s recommendation to freeze three-part
rates and phase them out. More than 307,000 APS customers have voluntarily
chosen this rate as their preferred service plan as of September 30, 2020, many of
whom are experiencing savings as a result. Voluntary enrollment in demand rates
has increased from 12% at the time the most recent residential rates were approved
n August 2017, to 27% as of the end of September 2020. This serves as further
support that both customer usage patterns and evolving technologies allow many

to benefit from this rate structure.

SWEEP and WRA witness Baatz referred to an article authored by Dr. Ahmad
Faruqui in 2013 that suggests TOU pricing yields significant load reductions (Baatz
at 15). While APS embraces the value that time-variant pricing reflects, it is not a
complete toolbox. Further, Dr. Faruqui also wrote in May 2018 for Public Utilities
Fortnightly that, “The best rate is going to be a modern three-part rate for all
customers.” (Public Utilities Fortnightly, “Future of Rate Design,” May 2018, p.
35.) In this same article, Dr. Faruqui further elaborates that *“...rate design needs
to serve multiple objectives, including equity, bill stability, revenue stability, and

customer satisfaction.” (Id., p. 36.)
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WERE THE DEMAND RATES THAT WERE APPROVED IN APS’S LAST
CASE A SIGNIFICANT DEPARTURE FROM APS’S PRIOR RATE
PLANS AS SWEEP AND WRA WITNESS BAATZ ASSERTS?

No, they were actually quite similar in structure. Prior to the rates introduced in
August 2017, APS offered residential customers choices among a basic rate, a TOU
rate, and a demand rate, the same rate structures offered today. The old and new
rates were very similar in structure, although the on-peak hours were reduced from
seven hours to five hours and the differential in winter and summer rates were
adjusted 1n 2017 to minimize summer bills during the cooling season.

DURING THE RATE TRANSITION IN THE LAST CASE OR ANYTIME
THEREAFTER HAS APS INVOLUNTARY PLACED ANY CUSTOMERS
ON A DEMAND RATE?

No. While APS had proposed in its original application filed in 2016 to migrate
residential customers to their MEPs, through the settlement process the parties
agreed that APS should not move customers to their MEP. The settling parties
agreed, and the Commission approved a plan that preserved customer choice by
migrating customers to the rate most like the one on which they were already
enrolled instead of the MEP unless the customer proactively selected a different
type of rate plan. No customers were placed on a demand rate without voluntarily
choosing one.

HOW LONG HAS APS OFFERED DEMAND RATES FOR RESIDENTIAL
CUSTOMERS?

APS has offered voluntary demand rates to customers for almost 40 years.

HOW MANY APS CUSTOMERS HAVE SELECTED A DEMAND RATE?
The graph below shows the number of residential customers who have enrolled in

a demand rate since 1985, and that APS has had healthy levels of adoption of
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residential demand rates since. The three rate structures described previously are

consistent through this time frame as well.

Figure 3. Residential Rate Enrollment Levels, 1985-2020
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IS APS REQUESTING MANDATORY RESIDENTIAL DEMAND
CHARGES IN THIS RATE CASE?

No. Although Staff witness Ralph Smith states that APS is requesting mandatory
demand charges for residential customers (Staff Confidential Direct Testimony of
Ralph C. Smith, Docket No. E-01345A-19-0236, at 93 (Oct. 2, 2020)), this is not
the case. APS proposes in its rebuttal testimony to expand customer choice to
allow all eligible customers, irrespective of their usage, to select a flat, a TOU or a
demand rate. As discussed in the testimony of APS witness Whiting, APS
recognizes that customer choice 1s important and that customers choose rates based
on a variety of factors, not just cost. Our goal in this case is to simplify the rates
and make it easier for a customer to choose the rate that works best for their

lifestyle.
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DOES APS HAVE DEMAND FOREGIVENESS OR ANY DEMAND
PROTECTION FEATURE THAT PROTECTS CUSTOMERS FROM ONE-
TIME UNUSUAL DEMAND EVENTS? IF SO, PLEASE EXPLAIN?

Yes. APS’sresidential demand rates include a demand limiter feature that protects
customers from unexpected and unusual increases in demand. In instances where
the ratio between the customer’s average demand to peak demand falls below 15%,
the demand limiter adjusts the kW level downward to ensure that a load factor
below 15% is not experienced. If a customer were to experience a dramatic
increase in their highest on-peak hour during the month, this feature is designed to
limit the bill impact that might accompany that higher level of demand. This
demand limiter feature was added in APS’s last case and has been in place since
August of 2017, with no changes recommended at this time.

CAN YOU PROVIDE AN EXAMPLE OF HOW THE DEMAND LIMITER
FEATURE FUNCTIONS IN REAL LIFE?

Let’s take a look at an example of a customer who had a June bill with 30 days in
the billing cycle, 1,000 KkWh of usage, and a meter read demand of 15.0 kW. The
load factor based on the customer’s actual usage was roughly 9%. Because the
demand limiter is designed to kick in any time the load factor falls below 15%, the
billing system would reduce the demand such that the customer would be billed

only 9.2 kW calculated using the following formula:

Max Billed kW = 1,000 kWh / (15% * 30 days * 24 hours)
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FOR A CUSTOMER ON R-3, WITH A SUMMER KW CHARGE OF
$17.438, THE DEMAND REDUCTION OF 58 KW SAVED THE
CUSTOMER $101.14 THAT MONTH. HOW OFTEN DOES THIS
PROTECTION BENEFIT CUSTOMERS?

During the Test Year, the demand limiter reduced the demand charge for nearly
88,000 bills, or approximately 3.25% of bills for customers billed on a demand
rate. These reductions represented $1.058 million in customer savings.

STAFF WITNESS DAVID DISMUKES SUGGESTS ELIMINATING
SEASONAL DEMAND CHARGES AND TIME-VARIANT ENERGY
CHARGES ON R-2 AND R-3. WOULD THIS HELP CUSTOMERS?

No, quite the opposite is true. In his rate design testimony, RUCO witness Radigan
states, “Phoenix’s average high temperatures in summer are the hottest of any
major city in the United States. Not surprisingly APS i1s a summer peaking
utility...”” (RUCO Direct Testimony of Frank W. Radigan, Docket No. E-01345A-
19-0236 at 3 (Oct. 9, 2020)). Time variant energy charges allow customers to
benefit by shifting usage to lower cost periods. As the summer season is quite
different than the winter load in Arizona, having prices that differentiate seasonally
more accurately reflects the cost to serve customers. Regional market scenarios,
such as winter mid-day negative pricing, further support why seasonality i1s
important in the ratemaking process.

WHY DOES APS DISAGREE WITH STAFF’S RECOMMENDATION TO
CALCUATE THE DEMAND COMPONENT OF ITS RESIDENTIAL
DEMAND RATE BASED ON THE CUSTOMER’S HIGHEST MONTHLY
PEAK HOUR?

In addition to the financial impacts untimed demand would have on customers,
there are several other drawbacks. First, it undermines conservation. Untimed

demand takes away the on-peak price signal that encourages customers to conserve
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energy when system resources are more limited and more costly to provide.
Second, it is also overly punitive to customers because it requires them to manage
their usage around the clock for 168 hours per week instead of 25 hours per week,
during solely the on-peak hours. If customers enrolled in R-2 and R-3 during the
Test Year had their demand billed based on Staff’s approach, the highest hour of
the month not the highest on-peak hour, the amount of kW subject to the demand
charge would have been an additional 1,739,564 kW or 120% of the amount
actually billed during the Test Year.

STAFF OPPOSES THE ADDITION OF A SUPER OFF-PEAK PERIOD
INTO RESIDENTIAL DEMAND RATE R-3 (SAVER CHOICE MAX).
DOES APS STILL PROPPOSE THIS IN REBUTTAL?

Yes. The super off-peak feature offers substantial potential benefits to our
customers and APS continues to support adding this feature to R-3 (Saver Choice
Max). By encouraging customers to use energy during a time of day when costs
are lower, and in some instances negatively priced, customers can experience
immediate bill savings. This discounted period can be used to pre-heat homes or
run pool pumps to take advantage of additional savings. Since this feature was
introduced, the amount of energy consumed during the super off-peak period by
residential R-TOU-E customers increased from 17.8% of total energy use to
18.7%. While 1% may not seem significant, that represents 52,163 more MWh
consumed by R-TOU-E customers compared to the prior ET-2 time-of-use rate that
did not include a super off-peak price signal. Thus, while APS understands that
this could be construed as making this rate slightly more complicated, the potential

benefits to customers outweigh that concern.
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IF STAFF’S PROPOSAL WERE ADOPTED, WHAT WOULD BE THE
IMPACT TO CUSTOMERS?

Staff witness Dismukes recommended a number of changes to residential rate
design that have been addressed individually throughout my testimony, including
combining some rate classes, eliminating seasonal demand charges and TOU
energy charges for demand rates, a revised on-peak window, and uniform basic
service charges. Ifall of these changes were incorporated, the range of bill impacts
experienced by customers would be quite broad. Table 7 below illustrates the

range of base rate impact on residential customers from Staff’s proposal.

Table 7. Base Rate Impacts from Staff Recommendations

Staff Recommendations

% Impact Range % Customers
<=-10.00% 0%
-5.00 to -9.99% 3%
-2.50% to -4.49% 15%
0to-2.49% 5%
0.01 to 2.50% 31%
2.51 to 5.00% 16%
5.01% to 7.50% 13%
7.51% top 10.00% 9%
10.01% to 15.00% 4%
15.01 to 20.00% 1%
20.01 to 25.00% 1%
25.01 to 50.00% 1%
>50.00% 0%

ARE THERE OTHER POINTS THAT YOU’D LIKE TO CORRECT OR
CLARIFY REGARDING RESIDENTIAL RATE DESIGN?

Yes. When referring to the residential rates designed and implemented in Decision
No. 76295, Staff witness Dismukes suggests that APS’s rate design changes were
mtended to migrate customers from two-part rates to three-part rates and that

58,984 customers were involuntarily transitioned to a different rate plan as of
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December 2019. Staff witness Dismukes 1s mistaken. It is important to note that
the rate migration which took place during the first quarter of 2018 was not
intended to and did not move customers to different rate structures. As explained
earlier, customers were transitioned or migrated to new rates that were most like
the rates they were already enrolled in. Customers on energy-only rates moved to
an energy-only rate. Customers who had selected a TOU energy rate were migrated
to a TOU energy rate. Customers who had chosen a demand rate were migrated to
a demand rate. This migration was consistent for all customers except those who
proactively contacted APS in response to the customer education and outreach
materials and voluntarily chose a different rate.

HAS OR IS APS OVER-EARNING BECAUSE NOT ALL CUSTOMERS
SELECT THEIR MEP?

No. The rates and proof of revenue that were approved in the last rate case were
not designed on the assumption that every customer would select his or her MEP.
In the rate design process, APS assumed that if customers could experience at least
10% in annual bill savings or $10 monthly, whichever was greater, then they would
choose to enroll in their MEP. Based on that assumption and our history with
optional rates,” APS projected that only approximately 53% of residential
customers would be on their MEP. This assumption (that approximately 53% of
customers would be on their MEP) was used to design rates in the proof of revenue
to collect the approved revenue requirement. If APS had designed rates based on
100% of customers on their MEPs, the level of increase in the rates and charges
needed to achieve the revenue requirement would have been much greater. As of
September 2020, 49.6% of residential customers are enrolled in their MEP, roughly

3% less than this estimate.

*In the 2015 Test Year, 47.7% of customers were on their MEP.

-34-



TO BE CLEAR, DID APS ASSUME ANY LEVEL OF RATE MIGRATION
TO ASSUME MORE OR FEWER CUSTOMERS MOVED TO THEIR MEP
IN ITS PROOF OF REVENUE IN THIS CASE?

No. APS’s proposal does not estimate any rate migration from the Test Year
amounts.

HOW HAS THE R-TECH PILOT RATE PERFORMED SINCE IT WAS
INTRODUCED IN THE LAST RATE CASE?

There continues to be a relatively low rate of adoption on the R-Tech rate, with 55
customers currently enrolled. One contributing factor to the enrollment level may
be the cost of battery storage versus the expectation of what the cost to a residential
consumer would be after this pilot rate was approved. When the R-Tech rate was
developed during the last rate case, it was done so in a collaborative effort with
feedback from multiple interested parties, including SEIA. The goal of the design
was not intended to incentivize the procurement of specific technologies, but rather
to complement different technologies, such as smart thermostats, storage devices,
electric vehicles, etc., by allowing customers to benefit from energy savings when
those technologies were used effectively in reducing load during higher cost
periods.

WHY DOES THE R-TECH RATE INCLUDE AN OFF-PEAK EXCESS
DEMAND CHARGE IF THE INTENT IS TO DISCOURAGE USAGE
DURING THE ON-PEAK HOURS?

Although SEIA witness Lucas suggests that an off-peak demand charge is not
necessary, the off-peak excess demand charge was implemented as a protection
against the creation of a new peak during the evening hours by allowing for the
first 5 kW to warrant no demand charge with a much smaller charge assessed for
demand above 5 kW. The reason for the higher on-peak demand charge and lower

energy charges that SEIA claims are too complicated for a technology pilot rate
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was to allow customers who can use technology to manage their demand to achieve
greater savings. As such, it 1s appropriate that this rate be designed to collect more
demand revenue than other residential demand rates.

WHAT 1S YOUR OPINION OF SEIA’S PROPOSED VOLUMETRIC
TECHNOLOGY TOU RATE INSTEAD OF R-TECH?

Conceptually, customers who invest in multiple energy management technologies
can save more on rates designed with a demand charge because they typically
include lower energy charges than TOU rates that lack a demand component.
Energy management devices can further support customers in shifting usage
outside of the on-peak hours, so the benefit derived from lower off-peak energy
rates often makes this rate design a good complement. SEIA’s proposed TOU
technology rate 1s simply not a rate designed with proper price signals for
technology.

WHAT DOES APS PROPOSE TO DO WITH THE R-TECH PILOT RATE?
Although participation in the R-Tech rate has not approached the 10,000 cap, APS
believes that the recently approved Residential Energy Storage Pilot, which
provides participating customers with an incentive of $500/kW up to a maximum
of $2,500 per home, may introduce additional participation in the rate and allow
further evaluation of its performance. As such, APS agrees with Staff witness
Dismukes’ recommendation that the feasibility be reviewed in a future proceeding
and would propose to continue monitoring R-Tech as this storage pilot is
introduced to see if the desired objectives are achieved before redesigning the rate.
STAFF WITNESS MATT CONNOLLY MAKES SEVERAL
RECOMMENDATIONS TO IMPROVE THE RATE COMPARISON
TOOL. DO YOU SUPPORT THESE CHANGES?

There are some recommendations that APS supports and is currently pursuing, and

others that 1t disagrees with as unnecessary. For example, Staff witness Connolly

-36-



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

suggests that a disclaimer be used to inform customers that the tool relies on
forecasts that are based on average usage. This is not appropriate because the rate
comparison tool uses actual customer historical usage to calculate what the bills
would have been on each alternative rate plan. Staff further suggests that such a
disclaimer also notify customers that the recommendations are based on normal
weather patterns. Again, since the tool uses actual historical usage, this 1s not
necessary. APS does support the recommendation to make sure customers are
aware of the impacts of peak usage increases, and commits to enhanced and
simplified customer education about the demand limiter mechanism. APS witness
Whiting discusses in more detail the enhancements underway and those being
evaluated to further support customer education and access to information on
aps.com, in response to intervenor feedback.

WHAT CHANGES WERE PROPOSED BY INTERVENORS IN
RELATION TO RESIDENTIAL SOLAR RATE OPTIONS?

SEIA witness Lucas proposes to eliminate restrictions on the rate options available
to solar customers, to eliminate the grid access charge (GAC), and to apply the
demand limiter feature intended to limit the impact of sudden, unexpected
increases in demand to customers with rooftop solar systems as well.

DOES APS AGREE WITH THESE PROPOSALS? WHY OR WHY NOT?
APS is not supportive of the recommendations made by SEIA on the basis that
each of these proposals would disproportionately benefit solar customers and shift
costs to non-solar customers. The eligibility criteria requiring customers with new
solar systems to select a TOU or demand rate 1s necessary to avoid creating an
unsustainable cost shift to customers without solar. Solar customers on energy-
only rates pay significantly less than their cost of service compared to non-solar
customers on energy-only rates. APS witness Snook discusses the cost-shift issue

in further detail in his testimony.
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Similarly, the addition of a GAC for solar customers selecting R-TOU-E (Saver
Choice) is necessary and appropriate to reduce some of the $1 billion cost shift
from residential solar customers to other customers (Decision No. 75859 at 176
(Jan. 3, 2017), Decision No. 76295 at 24-27 (August 18, 2017)). The basis of this
charge is that solar customers typically export energy generated by their systems
that exceed the amount they consume during a time when APS does not necessarily
need additional generation resources. This requires additional use of the
distribution system when compared to non-solar customers. Additionally, the
introduction of more than 100,000 residential solar systems causes the need for
additional distribution level monitoring and voltage control, some of which is
intended to be recovered through this charge. Based on these reasons, the addition

of the GAC 1s appropriate.

Although SEIA witness Lucas suggests that this charge provides a disincentive
over residential demand rates, demand charges are less likely to be avoided entirely
than volumetric energy charges; therefore, more of these costs are recovered from
solar customers who are served under demand rates. Lastly, if the demand limiter
described earlier in this testimony were offered to solar customers, 1t would trigger
four times as often, nearly 12% of the time as opposed to 3% of the time for non-
solar customers.

ARE SOLAR CUSTOMERS MORE LIKELY TO SELECT A DEMAND
RATE BECAUSE OF THE GRID ACCESS CHARGE?

No. Based on the levels of enrollment taken from the 2019 FERC Form 1 filing
shown in Table 8, most solar customers are selecting the R-TOU-E rate that

includes a GAC.
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Table 8. APS Customer Solar Customer Rate Selection (2019)

Rate Count %
R-TOU-E 12,506 74%
R-2 1,635 10%
R-3 2,676 16%

WHY HAS APS NOT PROPOSED A RESIDENTIAL ELECTRIC
VEHICLE CHARGING RATE OR AN EVENING SUPER OFF-PEAK
PERIOD FOR CHARGING?

APS can appreciate the recommendation made by SWEEP and WRA witness Baatz
that an evening super off-peak period would benefit the charging of electric
vehicles, but the Company believes the R-3 or Saver Choice Max rate
accommodates this purpose well. The proposed summer off-peak price for R-3 is
$0.05399, which translates to less than $0.50 per gallon of gas if charging is limited
to the off-peak hours. When compared to SRP’s Electric Vehicle Price Plan, the
cost of charging an electric vehicle during off-peak hours on Saver Choice Max is
consistently less in all periods, even less than SRP’s EV super off-peak hours of
11 p.m. to 5 a.m., which are $0.0575 in the winter and $0.0611 in the summer.* To
ensure customers are aware of the value this rate can offer for EV charging, APS
is working to market this more specifically for this purpose to customers who are
looking to acquire, or have already acquired, an electric vehicle and can charge
during the off-peak hours.

IS APS PREPARED TO INTRODUCE A BRING YOUR OWN DEVICE
PROGRAM AT THIS TIME?

Staff witness Phillip Metzger recommends that a program of this nature belongs in
either the Demand Side Management (DSM) or Renewable Energy Standard

docket, and APS agrees with that approach.

4 SRP Electric Vehicle Price Plan page: https://www.srpnet.com/prices/home/electricvehicle.aspx
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DID INTERVENORS OFFER ANY COMMENTS ON THE PROPOSED
SUBSCRIPTION RATE PILOT?

Yes. Intervenors provided mixed feedback on the implementation of the
subscription rate pilot program proposed in APS’s application.

WHAT 1S APS’S POSITION NOW ON THE SUBSCRIPTION RATE
PILOT?

APS is withdrawing its proposal for a subscription rate pilot. Please also see APS
witness Whiting’s testimony for additional information on the reasons for this
decision.

LIMITED-INCOME RATES AND PROGRAMS

WERE THERE ANY RECOMMENDATIONS CONCERNING LIMITED-
INCOME PROGRAMS?

Yes. Both Wildfire witnesses filing testimony in this matter, Cynthia Zwick and
John Howat, made recommendations to modify the eligibility criteria for the E-3
discount program as well as the amount of the discount applied to customer bills.
DOES APS SUPPORT THE RECOMMENDATIONS BY WILDFIRE
WITNESSES ZWICK AND HOWAT TO MODIFY THE ELIGIBILTY FOR
THE E-3 PROGRAM?

Yes. APS understands that customers may be experiencing additional financial
burden during this time and supports the recommendation to increase the eligibility
criteria from 150% to 200% of Federal Poverty Level (FPL), which will have an
estimated impact of an additional $21.357 million per year above the amount
reflected in the Test Year. If approved by the Commission, this amount would be
reflected in the accounting deferral order limited income costs requested by APS
In its direct testimony and would be eligible for future recovery in APS’s next rate

case. If the deferral mechanism 1s not approved, this increase in program cost
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would need to be addressed in some other manner. APS witness Whiting
elaborates further in testimony on support of this change.

DOES APS SUPPORT THE RECOMMENDATIONS BY WILDFIRE
WITNESSES ZWICK AND HOWAT TO INCREASE THE E-3
DISCOUNT?

APS 1s cautious about increasing the amount of the E-3 discount because it believes
the current 25%, combined with the increased eligibility, strikes the right balance
between providing support for this population and cost impacts on all other
customers. Currently, APS’s E-3 program provides eligible customers with a 25%
monthly bill discount. This percent discount i1s substantially higher than the
discount provided by other Arizona utilities. Thus, APS does not support the
recommendation proposed by Wildfire witness Zwick to increase the discount from
25% to 30%, nor does APS support the alternative proposal by Wildfire witness
Howat to implement a tiered discount ranging from 24.2% to 79.4%.

WHAT IS THE MAGNITUDE OF THE FINANCIAL IMPACT OF THE
RECOMMENDATIONS MADE?

APS understands the intent of the concept being proposed but does not support the
proposal at this time due to concerns of added complexity and cost. Assuming
Wildfire witness Howat’s estimates are correct, that 114,941 APS customers would
qualify for the discount program if the eligibility were increased to 200% of FPL,
APS estimates that the cost of this proposal greatly exceeds the $59.2 million per
year that he calculates (Wildfire Direct Testimony of John Howat, Docket No. E-
01345A-19-0236, at 18 (Oct. 9, 2020).

To validate the cost, APS requested the percentage of E-3 participants that would
qualify for each of the income tiers specified from the third party that processes
applications and validates income eligibility. These results show that an estimated

34% of E-3 participants fall within the 0-75% of FPL that would receive a 79.4%
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discount under the suggested approach. APS then applied the average bill for E-3
customers, $118.91 based on discounts applied during the Test Year, and
calculated a 79.4% discount to the 39,080 customers that would qualify for that
specific tier (34% of the 114,941 eligible participants). The Company determined
that the 0-75% FPL tier alone results in an annual discount of $44 million. If one
applies this same methodology to calculate the level of funding needed to fund the
76-125% of FPL tier, with an estimated 4 1% of E-3 applicants meeting that criteria,
the result is another $30 million. In just these two tiers, the annual funding would
be more than $74 million per year. APS estimates the annual impact of Wildfire
witness Howat’s entire tiered approach would cost more than $100 million
annually. During the Test Year, the total funding of the discount program included
$19.397 million, which means that if Wildfire witness Howat’s recommendation
were adopted, an additional $80 million per year would be needed. Again, APS
believes the current 25%, combined with the increased eligibility, strikes the right
balance between providing support for this population and cost impacts on all other
customers.

DO YOU AGREE THAT E-3 AND E-4 CUSTOMERS SHOULD BE
EXEMPT FROM A RATE INCREASE AS WILDFIRE PROPOSES?

No. APS is not proposing to exempt E-3 and E-4 customers from any rate increase.
However, by nature of the design of the discount program, they will experience a
much smaller impact than the residential class. Because the discount is applied as
a percentage of the bill, a 25% discount on E-3 and a 35% discount on E-4, the
dollar amount of the discount will increase to scale with the change in rates. As a
result, this group of customers will experience 65% to 75% of any rate increase

applied to residential customers more broadly.
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WAS THE PROPOSAL TO INTRODUCE A DEFERRAL FOR COSTS TO
SUPPORT THE DISCOUNT PROGRAM AND TO REFUND CREDIT
CARD TRANSACTION FEES FOR E-3 AND E-4 CUSTOMERS
OPPOSED?

No parties surfaced opposition to these two recommendations. The deferral
proposal was supported by Wildfire witness Howat, and the credit card fee refund

received support from Wildfire witness Zwick.

GENERAL SERVICE RATE DESIGN

EVGO PROPOSED A DEMAND FORGIVENESS FEATURE TO INCENT
DC FAST CHARGING. WHAT ARE YOUR THOUGHTS ON THAT
PROPOSAL?

As EVgo witness Thomas Beach mentions in his testimony, APS has been working
informally on rate design concepts that would support and discount the demand
charge for Commercial DC Fast Charging stations in the APS service territory (p.
6, line 7). The concept initially presented for input and feedback was to waive the
first 100 kW, which would allow charging stations to avoid a portion of the demand

charge while utilization of the stations increases.

Based on feedback from stakeholders, an additional option is currently being
explored. This would introduce the demand limiter concept used in residential
demand rates that adjusts the demand kW level downward to maintain a load factor
of 15% or higher. Like any discount provided, funding must be explored. While
EVgo witness Beach indicates that incenting electric vehicles benefits all
customers because this is new and incremental load, APS’s system is reliably
designed with forecasted growth in mind; therefore EV go should not avoid charges
that other new customers would be obligated to pay. Initial thoughts are to consider

recovering the discount amount through the DSM or REAC adjustor mechanisms,
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and the Advanced Energy Mechanism that APS witness Snook describes in rebuttal

testimony may be an option as well.

Table 9 below illustrates the first year of costs needed to fund each discount
proposal being considered. These results were based on applying each provision
to 253 monthly electric bills for a sample population of DC Fast Charging stations
APS currently serves. Given the desire to fund the discount through a DSM or
clean energy program, participants would need to take service under a TOU rate
schedule where applicable. Due to the fairly significant differences in the discounts
APS is considering, none of which are currently reflected in the revenue
requirement sought in this case, compared to EVgo’s 10-year proposal, which is
nearly four times the cost of the most significant discount being considered, APS
believes additional collaboration, research, and design must take place before a

concrete design is ready for filing.

Table 9. Informal DC Fast Charging Rate Design Options

100 kW Load Factor Limiter Load Factor Limiter EVGO
Forgiven Limiter - 15% Limiter - 20% Proposal
E-32 XS $ 21,994 $ 34174 § 38,536 $ 43,378
E-32 S $ 9691 $ 23,748 % 25551 §$ 23,594
E-32 M $ 90,171 $ 91324 $ 127813 § 450,227
E-32 L $ 102,956 $ 79,486 $ 127,726  $ 281,127
E-32TOUM | $ 4521 § 4158 § 6,298 $ 13,070
E-32TOUL | $ 36396 $ 5830 $ 14422 § 205,898
Total $ 265,730 $ 238,720 $ 340,345 $ 1,017,294
VII. PRO FORMA ADJUSTMENTS
Q. DID ANY INTERVENOR SUPPORT APS’S PROPOSAL TO INCREASE

FUNDING FOR CRISIS BILL ASSISTANCE?
Yes. Wildfire witness Zwick supports the increase of $1.25 million, which would
bring the amount of available Crisis Bill Assistance to $2.5 million per year, and

suggests that anyone living within 200% of FPL should qualify.



DOES APS SUPPORT WILDFIRE’S RECOMMENDATION TO OPEN
ELIGIBILITY FOR CRISIS BILL ASSISTANCE TO ALL INDIVIDUALS
AT 200% FPL IRRESPECTIVE OF WHETHER THEY ARE
EXPERIENCING A CRISIS SITUATION?

Because funding of this program is limited, APS believes the existing criteria to
demonstrate financial hardship or a crisis to qualify for Crisis Bill funding is
appropriate. The purpose of Crisis Bill funding is to provide additional support
above and beyond what is provided in the E-3 Energy Support discount program,
which provides customers with a 25% discount on their monthly bill. In addition,
the changes APS has proposed to expand eligibility for its E-3 Energy Support
discount program to all customers who meet the 200% FPL criteria will help
address Wildfire witness Zwick’s concerns.

IS APS CHANGING ITS PROPOSAL REGARDING THIS PRO FORMA?
No. APS remains committed to its proposal to double the amount of Crisis Bill
Assistance funding.

DID ANY INTERVENOR RECOMMEND CHANGES TO THE BAD DEBT
PRO FORMA?

No, and APS does not propose any at this time.

WERE THERE ANY RECOMMENDATIONS CONCERNING THE
ELIMINATION OF SEVERAL FEES IN SERVICE SCHEDULE 1?

No. There were no recommendations from other parties related to this change, in
which APS proposes to eliminate certain fees and incorporate the costs of
performing routine services required to connect or reconnect service within the

overall cost of service.
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IS APS PROPOSING ANY CHANGES TO ITS PRO FORMA REGARDING
THE ELIMINATION OF FEES?

APS will move forward by introducing methods that simplify the way we do
business with our customers and will seek approval to waive the fees as previously
described in direct testimony.

SERVICE SCHEDULE CHANGES

DOES APS ACCEPT STAFF’S RECOMMENDATIONS REGARDING
THE SERVICE SCHEDULE 9 ECONOMIC DEVELOPMENT
DISCOUNT?

Yes. APS’s proposal expands eligibility for rural customers to encourage
economic growth, along with some modifications to conflict of interest provisions.
Staff witness Metzger was supportive of the rural eligibility criteria change but
proposed alternative language to replace the proposed conflict of interest reporting
provisions. APS supports Staff’s alternative recommended language.

ARE THERE ADDITIONAL CHANGES TO THE SERVICE SCHEDULES
THAT YOU WOULD LIKE TO RECOMMEND?

Yes. APS proposes to revise Service Schedule 1 to lengthen the amount of time
1ts customers have to remit payment after a bill 1s issued from 14 days to 21 days.
WHY DOES APS PROPOSE TO CHANGE THE NUMBER OF DAYS
CUSTOMERS HAVE TO PAY THEIR BILLS?

APS makes this proposed change in order to align its practice more closely with
other utilities and to improve customer satisfaction. The average across the
industry for other investor-owned and municipal utilities is typically 19 days.
Currently, APS offers customers 14 days to pay and proposes modifying Service
Schedule 1 to offer 21 days instead to allow customers additional time they may
need to remit payment. With APS currently in the fourth quartile of J.D. Power

survey results specific to this category, the Company believes that the time given
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to pay 1s an important customer satistaction metric and recognize an opportunity

to improve in this area.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.

47-



ATTACHMENT 7



=R e RS I = L D O 7S D L

[ T N TR N N N S o T s L L R N T S T S S e S e S O T

REBUTTAL TESTIMONY OF LELAND R. SNOOK
On Behalf of Arizona Public Service Company
Docket No. E-01345A-19-0236

November 6, 2020




NN RS I = L e S U S i O

[ T N TR N N N S o T s L L R N T S T S S e S e S O T

Table of Contents
L INTRODEIGTION s i e s v s il i v s s 2
II. SUMMARY ..oootieiiiiieciie st eeitte st eesseesee s ee s eesesseessesses s assssasssensenesessssassaessesssessssessesnns 2
III. STANDARD FILING REQUIREMENTS .....c.ccoiiiiiiiinieiiiiteeeee et 3
V.. FAIR VALUE BRATE OF RETIIRN isnsarmasisisursosoicvoonssosimsississbovii 4
Vi PR FORMA ABDTUS TMENTS anomaammmavmmiammmasaaumsinaimaraismma 5
VI. FORMULA RATE, THE AEM MECHANISM AND OTHER
ADJUSTOR MECHANISMS ......ooiiiiiiieiiieciieeeieerieerieeesesnseess s sssessse s s snseennas 13
T WA 5 (45010 s A L (g O 13
B. Formula Rateg and the AEM....cmmamumsmemmsmssmmms s semmmsssss iz 14
VII. ENERGY EFFICIENCY PROPOBSAL ...ccuismmmnssimsinsassosissnsmmsms s 16
VIII. COMMERCIAL BUY-THROUGH PROGRAMS (AG-X/AG-Y)...covvvrieninennn 18
[X. COST OF SERVICE STUDY (COSS) ..uiiiitiiuiiiieiieiieieeieeieesieaesese s ensaeneens 26
A. General Background ..........cooooiiiiiiiiiiieieciice e 26
B. Criticisms of the Company’s COSS Other Than by Solar Advocates........ 21
C. Solar Advocates’ Criticisms of the Company’s COSS.........ccccovvivininnnns 37
X. GENERAL SERVICE RATE DESIGN ......ccocoiiiiiiiiiiiiieeieeieaieieseesesssessennnens 47
XL, CONCLIISTOMN  coivvnisainsvun s ssimsuiiessonsvas s s sy s s s s 57
Attachments
Caleulation of Fair Value INCTEIMBIL . ...c.nivmivivissimmvimissseis Attachment LRS-01RB
Advanced Energy Mechanism Term Sheet ..........oocoovviiiiiiiiiiiciiiennns Attachment LRS-02RB




o 0 1 N W B W =

[ 20 T G TR G T G T 5 N o TN G SN N N N [ = S U S U S L . . T =
[o B S N« ¥ S S o = = T - - BN N . S &, B~ VS B - =

II.

REBUTTAL TESTIMONY OF LELAND R. SNOOK
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-01345A-19-0236)

INTRODUCTION
PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS.

My name is Leland R. Snook. I am the Director of Rates and Rate Strategy for
Arizona Public Service Company (APS or Company). [ have management
responsibility for all aspects relating to rate strategy and specific rates and prices.
My business address is 400 North 5" Street, Phoenix, Arizona 85004.

DID YOU PREVIOUSLY FILE TESTIMONY IN THIS MATTER?

Yes.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

I sponsor the jurisdictional allocation of various updates to the Company’s Standard
Filing Requirements (SFR), an update to the Fair Value Rate Base (FVRB), Fair
Value Increment (FVI), and Fair Value Rate of Return (FVROR). I also address
Staff and intervenor criticisms for several recommended adjustments to APS’s
requested revenue requirement, APS’s AG-X/AG-Y proposal, APS’s Cost of Service
Study (COSS), and APS’s general service and school rates recommendations. I also
sponsor a new adjustment mechanism called the Advanced Energy Mechanism
(AEM).

SUMMARY

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY.

I rebut a number of Staff and intervenor unreasonable adjustments to the revenue
requirement and summarize the overall financial impact of changes APS has
incorporated into its rebuttal revenue requirement. [ explain why parties’
AG-X/AG-Y proposals are largely unworkable because they would shift cost to
other customers. I address parties’ proposed modifications to APS’s COSS and

explain why APS’s present allocation methods are sound and appropriate. I sponsor
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II.

the term sheet for APS’s proposed AEM, which will be critical to support the
ambitious goal of providing 100% clean energy by 2050, with interim targets.
Lastly, I explain why the general service rate design recommendations by the Solar
Energy Industries Association (SEIA) and Arizona School Boards Association
(ASBA)/Arizona Association of School Business Officials (AASBO) are flawed and
should not be adopted by the Arizona Corporation Commission (ACC or
Commission). While I may not address every detail related
to intervenors’ recommendations, it should not be interpreted that I agree with each
position unless specifically stated within my testimony.

STANDARD FILING REQUIREMENTS

ARE YOU SPONSORING ANY UPDATES TO SFR SCHEDULES?

Yes. I am sponsoring an update to SFR A-1, B-1, B-2, C-1 and C-2, specifically
related to the Commission jurisdictional allocation.

PLEASE DESCRIBE THE UPDATES TO THESE SFRS.

APS has made several changes to its original filing. Some surfaced through the
discovery process in this case, and others were anticipated changes previously
described in the Company’s Direct Testimony, such as the update to post-Test Year
plant (PTYP) to reflect actual plant balances through June 2020. In addition, APS is
incorporating some recommendations from Staff and intervenors. These rate-base
and income-statement adjustments result in changes to APS’s FVRB and the FVI to
rate base. In addition, as discussed by APS witnesses Barbara Lockwood and Ann
Bulkley, APS has revised its requested return on equity (ROE) and the return on the
FVI. The net effect of all these changes reduces the Company’s requested revenue

requirement by approximately $15 million.
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IV.

WHAT IS APS’S POSITION ON STAFF WITNESS RALPH SMITH’S
ADJUSTMENT TO INCLUDE BAD DEBT IN THE CALCULATION OF
THE REVENUE CONVERSION FACTOR [ATTACHMENT RCS-2, A-1]?
The Company accepts this adjustment. APS updated the calculation utilizing an
uncollectible revenue factor of 0.41% and has provided the new information in
Rebuttal SFR Schedule C-3, which 1s sponsored by APS witness Elizabeth
Blankenship. The revised revenue conversion factor is 1.3346, which is in
agreement with the revenue conversion factor reflected in Staff witness Ralph
Smith’s attachment RCS-2, A-1.

FAIR VALUE RATE OF RETURN

DID APS UPDATE ITS FVRB AND RATE OF RETURN FOR THE

ADJUSTED TEST YEAR?

Yes. APS has increased its FVRB by $4.941 million. Thus, the Company’s FVRB
in APS’s Rebuttal Testimony is now $12,315,204. The net result of all Rebuttal
Testimony rate base changes, plus a downward adjustment to both the requested
ROE and the FVI rate of return, produce a revised fair value rate of return of 5.51%.
WHY WAS THIS UPDATE APPROPRIATE?

With an update for the PTYP and a number of corrections to the Company’s
Application, both the Original Cost Rate Base (OCRB) and Reconstructed Cost New
Less Depreciation (RCND) rate based have changed. Also, APS reduced its
requested ROE and FVI rate of return.

DID APS USE THE SAME METHODOLOGY TO COMPUTE FVRB AND
THE FVI AS IN THE APPLICATION?

Yes. [ have revised the inputs but have used the same method of computation.

Please see Attachment LRS-01RB and revised SFR Schedule A-1, line 9.
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PRO FORMA ADJUSTMENTS

ARIZONANS FOR ELECTRIC CHOICE AND COMPETITION (AECC)
WITNESS KEVIN HIGGINS ADVOCATES THE USE OF AVERAGE RATE
BASE VERSUS YEAR-END VALUES FOR POST-TEST YEAR PLANT
(PTYP) ADJUSTMENTS TO THE TEST-YEAR. DO YOU AGREE?

No. PTYP rate base and related adjustments, such as rolling forward accumulated
depreciation for existing plant to the same PTYP end of period are known and
measurable changes to the Test Year and should reflect year-end values of PTYP
period, not average values. If there are prudent known and measurable changes to
rate base in the Test Year, they should be 100% recoverable. AECC witness Higgins
does not appear to contest the prudency of the expense, and therefore, his attempts to
allow less than full recovery should be rejected.

IS AECC’S POSITION TO ADJUST THE CUSTOMER AND SALES
ANNUALIZATION PRO FROMA TO REFLECT CUSTOMER GROWTH
POST-TEST YEAR APPROPRIATE?

No. APS included 12 months of PTYP in its application in this proceeding, but APS
excluded any plant related to customer growth. Pursuant to the Settlement in the
Company’s last rate case, APS was given the choice of including PTYP related to
growth and making an adjustment similar to what AECC is proposing or excluding
growth-related plant and not imputing customer growth. AECC’s imputation of
post-Test Year customer and sales growth into the test period results in a double
counting for the effects related to growth.

AECC ALSO PROPOSES A DEBT RETURN ON APS’S REMAINING BOOK
VALUE FOR NAVAJO GENERATING STATION (NGS). DO YOU AGREE
WITH THIS ADJUSTMENT?

No. NGS served APS’s customers for over 40 years, and the remaining book value

of the asset 1s merely the final cost of a long-asset life. While depreciation rates and
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salvage costs are in theory supposed to result in a value close to zero at the end of
plant life, in the instance where it does not, a regulatory asset or liability is created.

This is not a reflection on whether the capital cost over the life of the facility was

prudently incurred, it is just a mismatch in the timing. The regulatory asset for the

remaining book value for NGS reflects prudently-incurred cost over the long life of
the asset and therefore should receive normal regulatory asset treatment at the

weighted average cost of capital (WACC) established in this proceeding. In this

case, APS is still proposing recovery of the remaining book value over the original

NGS life of 2026, which prevents potential rate pressure from trying to accelerate

recovery to more closely match the closure date in 2019. A debt-only return is

essentially a partial disallowance of prudently-incurred costs as the Company funded

the related assets with a mix of debt and equity. Such a disallowance effectively

punishes APS for closing or terminating its interest in the generating asset.

DO YOU AGREE WITH THE FEDERAL EXECUTIVE AGENCIES’ (FEA)

PROPOSAL TO DISALLOW THE OCOTILLO MODERNIZATION

PROJECT (OMP) DEFERRED COST?

No, I do not. FEA witness Michael Gorman alleges that APS has not justified
including the OMP deferral in rates. The OMP accounting mechanism was set up in
a Commission order supported by FEA to defer the costs of owning and operating the
plant, until a determination of prudence could be made. FEA correctly concludes the
OMP asset is prudent, but I disagree with his proposal to disallow the deferral.

FEA ARGUES THAT APS’S REVENUES DURING THE COST DEFERRAL

PERIOD WERE SUFFICIENT FOR APS TO EARN A FAIR RETURN

WITHOUT THE NEED FOR SUCH A DEFERRAL. IS HE CORRECT?

No. Counter to FEA’s claim, APS has demonstrated that its current rates were

insufficient to earn its authorized ROE even with the ability to defer costs related to

OMP. APS’s unadjusted jurisdictional ROE in the Test Year was 9.7%, as compared
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to the currently authorized ROE of 10.0%. It is important to note that this actual
return in the Test Year included a deferral of the OMP costs. However, had these
costs been expensed, as would have been the case absent an accounting deferral
order, the actual return would have been even lower. FEA’s testimony ignores the
fact that APS’s current authorized ROE 1s 10.0%, and without the ability to defer
OMP costs, the actual ACC jurisdictional return would have been well below the
authorized return. On this point, FEA erroneously relies on FEA witness
Christopher Walters’ derivation of an ROE of 9.3% that is below the test year actual
return of 9.7%. However, as I mentioned previously, APS’s authorized ROE during
the test year was 10.0%.

DID THE OVERLAND REPORT OR THE DRAFT OVERLAND REPORT
COME TO A SIMILAR CONCLUSION?

No. The final report from Overland Consulting (Overland) that was docketed in the
APS Rate Review matter (Docket No. E-01345A-19-0003) concluded that a number
of factors had changed since APS’s 2015 Test Year rate case, and APS should file a
new rate case to determine if its rates were just and reasonable. The Overland report
did not conclude that APS was over-earning. Four months later, in the same docket,
earlier drafts of the Overland report were docketed. These drafts discussed a
hypothetical scenario that did not reflect actual circumstances.

PLEASE ELABORATE. WHY DO YOU DESCRIBE THE DRAFT
REPORT’S ANALYSIS AS A HYPOTHETICAL SCENARIO?

In one of its drafts, Overland disregarded the 10% authorized ROE set by the
Commission in Decision No. 76295 and substituted a new authorized equity return
of 9.0%, which was not approved by the Commission or consistent with its prior
decision. Overland merely concluded that if APS’s authorized return were only
9.0%, then APS’s actual return might have exceeded that number. Of course, the

cost of equity found by the Commission was 10.0%, not 9.0%. In discovery for the
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APS Rate Review matter, APS provided Overland with actual jurisdictional results,
which demonstrated APS earned less than its then-authorized cost of equity, 10.0%.
The Overland draft report also used lower debt costs than those found by the ACC.
Overland added to its analysis several potential pro forma adjustments to the 2018
calendar year results, but it was not a comprehensive list of proforma adjustments
that would be included in an actual rate case filing. Most notably, there was no
adjustment for PTYP and no fair value adjustment. In summary, Overland’s draft
report came to the unremarkable conclusion that if APS had spent less in the 2018
calendar year, APS would have had more net income and a higher return on equity —
not that the Company was actually over-earning.

DO YOU BELIEVE THAT FEA WITNESS MICHAEL GORMAN’S
DEFERRAL PROPOSAL IS INAPPROPRIATE REGARDLESS OF APS’S
LEVEL OF HISTORIC EARNINGS?

Yes. The allowed recovery of a deferral, or of any asset for that matter, should not
be contingent on prior year earnings, as claimed by FEA witness Gorman. By that
same reasoning, APS would be able to increase the requested recovery of a deferral
in a rate case if it earned less than the currently-allowed rate of return in the years
since the last rate case.

DOES FEA WITNESS GORMAN HAVE AN ALTERNATIVE PROPOSAL IF
THE ACC ALLOWS RECOVERY OF THE DEFERRED COSTS?

Yes, and it should also be rejected. FEA witness Gorman proposes to use a debt
return on the amortization of the deferred costs and a levelized cost recovery over
the amortization period. The use of a debt return only on the regulatory asset created
by the deferred costs is contrary to normal regulatory asset treatment. APS was
authorized a debt return as the carrying cost during the deferral period, but the
regulatory asset should receive the same treatment as any other asset in APS’s rate

base.
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THE RESIDENTIAL UTILITY CONSUMER’S OFFICE (RUCO)
PROPOSES TO ACCELERATE THE AMORTIZATION OF PRODUCTION
PLANT GENERATION-RELATED ASSETS. PLEASE RESPOND.

RUCO witness Frank Radigan does not provide any logical support for this proposal.
Essentially, such a rapid amortization would have an adverse impact on customer
rates. As I indicated previously, these regulatory assets are the final settling costs for
assets that reliably served APS customers for over 40 years. I disagree with the
characterization of these asset costs as stranded costs — it is merely a reflection of a
mismatch in the cost recovery of the asset over a long period of time. While one
would ideally target the book value of a generation asset to be zero, often there is a
positive or negative plant balance. This regulatory asset or liability, as the case may
be, should be treated consistently. For this category of regulatory assets, APS has
proposed to continue to amortize the remaining book value consistent with the
asset’s depreciation schedule prior to retirement. This approach does not increase or
decrease the recovery of the remaining capital cost and is a balanced approach to
help keep customer rates affordable.

RUCO ALSO PROPOSES TO LIMIT COST RECOVERY OF APS’S
EDISON ELECTRIC INSTITUTE (EEI) AND ELECTRIC POWER
RESEARCH INSTITUTE (EPRI) DUES. IS THIS APPROPRIATE?

No, it is not. For APS’s EEI dues, APS already excludes the portion of EEI dues
related to legislative or regulatory advocacy. These same dues are RUCO witness
Radigan’s justification for reducing non-advocacy EEI dues by 50%. However, APS
already removed the advocacy-related dues in its application. The remaining dues
should be fully recoverable as a prudent expense to be a member of this valuable
electric industry trade organization. Further, EPRI is an industry research
organization that is important for APS to participate in to stay abreast of the evolving

electric utility industry. These necessary expenses should be fully recoverable as
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prudently-incurred costs. Particularly in today’s rapidly-changing electric industry,
it is not a viable option for APS to drop its membership in EPRI.

ARE YOU SPONSORING ANY NEW OR UPDATED PRO FORMAS IN
REBUTTAL?

Yes. Through the discovery process, the Company realized it had inadvertently
omitted a revenue pro forma to account for the AG-X program mitigation that occurs
through the Power Supply Adjustor (PSA) mechanism, which amounts to $15
million in revenue annually, that should have been a reduction in the revenue
deficiency APS is requesting in this rate case. Thus, the revised Standard Filing
Requirement (SFR) C-2, attached to APS witness Elizabeth Blankenship’s Rebuttal
Testimony, incorporates this new pro forma. This pro forma can be seen on SFR
C-2, page 18, column 52.

WHAT IS THIS PRO FORMA, AND WHY IS IT NECESSARY?

As part of the AG-X program, APS retains $1.25 million in margins from wholesale
sales per month from the margins that credit the overall APS fuel costs in the PSA.
This pro forma corrects APS’s original application filing to reflect that these
revenues are retained through the PSA mechanism, and the $15 million annual
amount should not be reflected in the revenue deficiency. Therefore, the $15 million
i1s now correctly reflected in both the ongoing PSA Plan of Administration and in the
retail jurisdictional revenue requirement.

ARE THERE ANY OTHER NEW/UPDATED PRO FORMAS?

Yes. APS adopts Staff’s recommendation to increase the base fuel rate from
$3.0167 to $3.1451. This recommendation was based on an updated fuel forecast
provided by APS in discovery. APS believes its original estimate of base fuel costs
was reasonable but will not contest Staff’s position. This pro forma can be seen on

SFR C-2, page 2, column 6.
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WOULD YOU PLEASE SUMMARIZE THESE PROPOSED CHANGES TO
ADJUSTED TEST YEAR OPERATING INCOME, RATE BASE AND RATE
OF RETURN?

Pleasc sce Table 1 below for major components of the changes (numbers have been
rounded for ease of presentation). The income statement and rate base pro formas
are discussed by either APS witness Blankenship or myself. The changes to
requested ROE and return on FVI1 are discussed by APS witness Barbara Lockwood.
The annual revenue requested in rebuttal is $169 million, which equates to a 5.14%

average bill impact.

-11-
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Table 1. APS Revised Revenue Requirement

APS Revised Revenue Requirement g;li;;; In]:];lrl:c ¢
Total Revenue Deficiency in APS’s Application 184 5.60%
Rebuttal Base Rate Impact
Income Statement and Rate Base Pro Forma Changes
New base fuel rate 25 0.77%
Depreciation Update (20) -0.61%
Normalize Employee Benefits Update (10) -0.29%
AG-X Revenue Provision in PSA Update (11) -0.34%
Other C-2 Pro Forma Updates (10) -0.31%
Misc. Adjustments (3) -0.09%
B-2 Pro Forma Updates 2 0.07%
Changes to Requested Returns
Decrease in ROE (9) -0.29%
Decrease in Return on FVI & RCND Update (10) -0.29%
Other
Transmission Expense Correction 18 0.53%
Adjustor Impact
TEAM Adjustor (119) -3.62%
Other Adjustor Mechanisms 4 0.12%
Revised Net Base Rate Increase 41 1.23%
Rebuttal Adjustor Impact
Removal of TEAM credit 119 3.62%
Advanced Energy Mechanism (AEM) 13 0.41%
Other Adjustor Mechanisms (4) -0.12%
Net Adjustor Changes 128 3.91%
Total Rebuttal Customer Bill Impact 169 5.14%

To accurately reflect the bill impact of the Company’s revised rate request, which is
an average of 5.14% for all customers and 4.99% for residential customers, I have
included the mmpact of adjustor changes such as the proposed recovery of the Coal
Community Transition (CCT) commitment described by APS witnesses Jeff Guldner
and Barbara Lockwood. This is a total of $13 million recovered through the AEM. 1

discuss the details of this mechanism elsewhere in my Rebuttal Testimony.

=12-
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ARE THERE ANY ITEMS IN THE TABLE THAT HAVE NOT BEEN
DISCUSSED IN APS REBUTTAL TESTIMONY?

Yes. I have included a line item under “Other Impacts” that were identified in the
discovery process. Transmission expense for March 2019 was inadvertently omitted
from the model, resulting in an understatement of revenue requirement by $18

million.

FORMULA RATE, THE AEM MECHANISM AND OTHER ADJUSTOR
MECHANISMS

A. Existing Adjustors

DID INTERVENORS WEIGH IN ON APS’S CURRENT ADJUSTOR
MECHANISMS OR APS’S FORMULA RATE PROPOSAL?

Yes. I note that Staff witness Ralph Smith agrees with APS’s proposal to not
transfer the balance in the Lost Fixed Cost Recovery (LFCR) adjustor into base
rates. Additionally, several parties provided commentary on APS’s alternative
formula rate proposal.

SOUTHWEST ENERGY EFFICIENCY PROJECT (SWEEP)/WESTERN
RESOURCE ADVOCATES (WRA) SUGGESTS THAT APS’S LFCR
MECHANISM SHOULD BOTH BE ZEROED OUT IN THIS CASE AND
PROSPECTIVELY HAVE AN EARNINGS TEST. ARE EITHER OF THESE
RECOMMENDATIONS APPROPRIATE?

No. APS has no theoretical objection to transferring all unrecovered fixed costs
recoverable under the LFCR to base rates, essentially zeroing out the LFCR as of the
rate effective date. However, the mechanics of this are complicated, and as the last
case demonstrated, the bill impact is difficult to explain to customers. Thus, neither

APS nor Staff recommend this course of action at this time.

As to the earnings test, LFCR 1is recovery of lost fixed costs irrespective of a utility’s

earnings. LFCR is based on actual observed reduced sales that result from Energy

-13-
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Efficiency (EE) and Distributed Generation (DG) programs — not a hypothetical
change in sales. The LFCR is intended to eliminate the disincentive of the utility to
engage in EE and support DG programs. Putting an earnings test on the LFCR would
undermine the intent of this mechanism.

INTEVENOR RICHARD GAYER ALLEGES THE ADJUSTOR TRANSFER
ACTUALLY NEVER OCCURRED IN APS’S PREVIOUS RATE CASE.
PLEASE RESPOND.

Intervenor Gayer is mistaken, and his allegation was conclusively addressed in
Docket No. E-01345A-18-0002. Decision No. 77292 in the aforementioned docket
specifically found as a finding of fact and conclusion of law that the adjustor transfer
occurred in accordance with the normal functioning of the various adjustor
mechanisms.

IS THE COMPANY PROPOSING ANY OTHER CHANGES TO ADJUSTOR
MECHANISMS OTHER THAN WHAT WAS PROPOSED IN ITS DIRECT
TESTIMONY?

Yes. APS now believes it is more appropriate to retain the current Tax Expense
Adjustor Mechanism (TEAM) rather than eliminate it. APS proposes to set the
adjustor value to zero but retain the mechanism in anticipation of future changes to
federal or state income tax policy. Keeping this adjustor would allow APS to
properly reflect changes in tax expense moving forward. Without it, depending on
timing, the Company could be forced to file an immediate rate case to address tax
changes in the future.

B. Formula Rates and the AEM

DOES ANY PARTY SUPPORT APS’S FORMULA RATE PROPOSAL?

No. Parties oppose this concept at this time for a variety of reasons. Because this
proposal was: 1) an alternative proposal for consideration; 2) parties did not propose

to eliminate the current suite of adjustor mechanisms; and 3) the concept did not

A
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generate support, APS is no longer pursuing this proposal as part of its rebuttal case.
As such, I will not respond in detail to parties who provided testimony opposing the

formula rate proposal.

While parties did not support comprehensively moving to using a formula rate
mechanism to more closely match revenue recovery with expenses, there exists an
opportunity to continue to align interests from a number of parties, while providing
timely cost recovery for APS in its efforts to support a clean energy future for
Arizona. To that end, APS is proposing a new adjustor described in the rebuttal
testimonies of APS witnesses Guldner and Lockwood — an adjustor the Company
calls the AEM.

DID APS ANNOUNCE A CLEAN ENERGY PLAN IN JANUARY OF 2020
AFTER THIS RATE CASE APPLCATION WAS FILED?

Yes. As discussed in more detail by APS witnesses Guldner and Lockwood, APS
committed to be 100% clean (carbon free) by 2050, with interim targets as well. The
Clean Energy Commitment is an ambitious undertaking, and to be successful, APS
will need timely cost recovery of its investments to meet the commitment.

HOW IS APS PROPSING IT RECOVER THESE COSTS?

APS is proposing to recover investments related to the Clean Energy Commitment
through the AEM. In addition, because they all encourage a cleaner energy future,
the AEM could be modified to include the existing Demand Side Management
(DSM), renewable energy, and LFCR mechanisms after a period of time. In APS’s
proposal, the CCT funding discussed by APS witnesses Guldner and Lockwood
would be recovered through this adjustor. APS witnesses Guldner and Lockwood
also both discuss the importance of timely recovery in pursuing clean energy goals,

and I have included an AEM term sheet as Attachment LRS-02RB.
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WHAT COSTS WOULD BE RECOVERABLE IN THIS PROPOSED AEM?
This mechanism would provide for timely cost recovery of the capital carrying cost
and expense of APS’s approved and prudent clean plan investment, including APS-
owned, newly-constructed or acquired plants which are not already recovered in base
rates or through another Commission-approved cost adjustment. For example,
purchased power costs and third-party storage costs are already includable in the
PSA mechanism, and a portion of renewable costs are recovered in base rates.

HOW WOULD CLEAN ENERGY INVESTMENTS BE DETERMINED?
Clean energy investments would be authorized by the Integrated Resource Plan
(IRP) Action Plan or Clean Energy Implementation Plan approval by the ACC and a
subject to a robust request for proposal (RFP) process. Approved and prudent
acquisitions that result from the IRP Action Plan or Clean Energy Implementation
Plan and RFP process would be included in the AEM for cost recovery.

IF THE COMMISSION DOES NOT APPROVE THIS ADVANCED ENERGY
MECHANISM, ARE THERE OTHER ALTERNATIVES USING EXISTING
MECHANISMS?

Yes, there is. APS could use the existing Renewable Energy Adjustment Charge
(REAC), DSMAC, and LFCR for clean energy plan cost recovery. The REAC
would recover the capital carrying cost of APS-owned resources, including storage-
related facilities. In this scenario, the CCT funding could be added to base rates.
ENERGY EFFICIENCY PROPOSAL

VARIOUS INTERVENORS PROPOSE CHANGES TO THE AMOUNT OF
DSM PROGRAM COSTS TO BE INCLUDED IN BASE RATES. DOES APS
SUPPORT THESE PROPOSED CHANGES?

Not at this time. AECC proposes that no DSM program costs be recovered through
base rates, and SWEEP/WRA witness Brendon Baatz proposes that the amount of

DSM in base rates be increased from $20 million to $65 million. APS is open to
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increasing the amount of DSM program costs being recovered in base rates but
proposes that any addition be revenue neutral, meaning the increased amount would
not exceed the Test Year amount in the DSM adjustor.

WHAT IS THE PROPOSAL OUTLINED BY SWEEP/WRA FOR
CAPITALIZATION OF DSM COSTS?

SWEEP/WRA recommend that APS be allowed to earn a rate of return on EE
investment. This would be effectuated by creating a regulatory asset for the annual
expenditure and amortizing that over a 7-year period, with a return at the after-tax
cost of capital on the unamortized balance of this asset.

WHAT ARE SOME PROS AND CONS OF CAPITALIZING DSM
EXPENSES?

By amortizing DSM costs over a period of time, capitalization better aligns the costs
of the resource with the timing of benefits. It protects customers by ensuring DSM
costs are appropriately apportioned across a period of time closer to the 10-year
average measure life of the DSM portfolio, rather than asking current customers to
fully fund all DSM costs upfront. It also helps put DSM investments on a more level
playing field with other investments and can encourage investments in appropriate
demand-side resources. Implementing capitalization at this time could be
particularly valuable as a tool to help mitigate the economic impacts of COVID-19
by providing short-term rate relief, while still enabling robust investments in EE and

other DSM resources.

On the other hand, the impacts on total costs must also be considered. Capitalizing
costs will increase the total cost of demand-side resources and could potentially limit
future program spending on new programs due to the carrying costs of amortized
ivestments over time. This potential impact on costs must be further analyzed and

addressed, as well as creating provisions for a transition period to define how
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amortized costs would be recovered if the Commission were to revert to an operating
expense approach at some point in the future. Finally, any capitalization plan must
address the unique risks associated with deferring DSM costs which would be
considered as a regulatory asset with no value outside of the regulatory construct —
requiring a clear framework to be established to provide reasonable assurance of
future cost recovery.

WHAT IS APS’S POSITION ON SWEEP/WRA’S PROPOSAL TO
CAPITALIZE DSM EXPENSES?

APS is interested in the proposal. As the EE focus in Arizona has shifted to peak
management, | believe that this type of proposal aligns with the general proposition
that EE should be treated like supply-side resources.

IS APS RECOMMENDING ADOPTION OF THE SWEEP/WRA PROPOSAL
AT THIS TIME?

APS is interested in this proposal, but is still analyzing the impacts, as stated above.
APS welcomes feedback from other parties on this topic.

COMMERCIAL BUY-THROUGH PROGRAMS (AG-X/AG-Y)

SEVERAL INTERVENORS ASSERT THAT APS’S PROPOSED PROGRAM
IS INCONSISTENT WITH THE ACC’S POLICY STATEMENT
REGARDING AG-Y. DO YOU AGREE?

Not at all. The policy statement clearly states that the program shall not shift costs
to non-participating customers.! This is a point conveniently left out by intervenors.
In fact, while AECC erroneously claims that the PSA mitigation is no longer needed,
without it there would be a revenue shortfall that would need to be made up through
higher rates to other customers to offset the cost shift created by AG-X. AECC

suggests a similar mitigation mechanism would be needed for their AG-Y proposal

! Decision No. 77043, AG-Y Policy Statement at 3.
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that essentially mirrors AG-X. Importantly, Staff supports the program because it
does not shift costs to other customers.

IS THERE ANYTHING ELSE YOU WOULD LIKE TO POINT OUT ABOUT
THE POLICY STATEMENT?

Yes, the policy statement cites that a benefit of this program should be that it
“provides medium and large commercial customers increased flexibility to manage
their energy costs while insulating other customers from cost shifting.”? This is
precisely what APS’s proposal does.

DID VARIOUS INTERVENORS MAKE SUGGESTIONS REGARDING THE
AG-Y PROPOSAL?

Yes. AECC, Calpine Energy Solutions (Calpine), Walmart Inc., The Kroger
Company, Staff and FEA all provide testimony regarding APS’s proposed AG-Y
program. Staff did not oppose the proposed program. Generally, the market brokers
and large customer constituents proposed to expand the current AG-X program
rather than offer a new AG-Y program. FEA alternatively proposes some
modifications to the eligibility for APS’s proposed AG-Y program if the AG-X
program is not expanded.

DOES THE COMPANY AGREE WITH THE RECOMMENDATIONS TO
EXPAND AG-X?

No. The current AG-X program cannot be expanded, either by allowing for growth
in the current program or by changing the proposed AG-Y program into an AG-X
concept, without requiring additional mitigation through the PSA, increased AG-
X/AG-Y charges, and removing the buy-through priority to deliver power at the Palo
Verde market hub. Most importantly, resource adequacy deficiencies in the current

program would have to be addressed. Despite the issues discussed below, APS has

? Decision No. 77043, AG-Y Policy Statement at 1.
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not proposed changes to the AG-X program in this case. Therefore, APS continues
to support its AG-Y proposal in this case because it provides customers with a
market price for their energy, if the customer so desires, without creating the
potential to shift costs to other customers as can occur in the current AG-X program.
PLEASE DESCRIBE HOW THE CURRENT AG-X PROGRAM WORKS.

The current AG-X program allows customers to receive their power supply from a
third-party generation service provider (GSP) rather than from APS. APS continues
to provide transmission and distribution grid services according to the customer’s
retail rate schedule. The customer avoids the unbundled generation capacity and
energy charges in the retail rate, including the PSA Adjustor charge, but pays a
reserve capacity charge and an administrative fee. They also pay for the generation
charges from the GSP.

PLEASE ELABORATE ON THE COST DEFICIENCIES IN THE CURRENT
AG-X PROGRAM.

The primary deficiency in the current AG-X program is that the GSPs do not provide
all of the generation services needed to serve the customer — they do not act as an
alternative to, or substitute for, APS. They do not serve the customer with power
plants that can ramp up and down to match the customer’s monthly, daily, or hourly
loads and provide a firm resource to ensure a reliable power supply for the customer.
Rather, they typically serve the customer through block energy purchases from
wholesale brokers or suppliers like the California Independent System Operator
(CAISO), which can be interrupted during critical load hours. They leave it to APS
to provide the capacity resources and reserves needed to reliably serve the

customer’s load.
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CALPINE WITNESS GREG BASS CLAIMS THAT THEY ARE PROVIDING
FIRM POWER. DO YOU AGREE?

No. And by firm power, I mean providing both energy and capacity to reliably serve
a customer from a power supply that provides resource adequacy for the load being
served. Calpine witness Bass generally confuses capacity and energy in making his
firm-power claim. The AG-X program requires that GSPs deliver power in a
particular standard energy contract form called WSPP Schedule C, which is a firm
energy contract. Calpine claims that this type of contract provides firm capacity, as
well as energy. However, this is incorrect. The WSPP Schedule C is essentially an
energy contract, which can be cut during critical hours and does not provide any of
the power plant capacity attributes or resource adequacy requirements for ensuring a
reliable supply of power to the customer.

WERE THESE DEFICIENCIES HIGHLIGHTED IN THE RECENT POWER
SHORTAGES IN THE SOUTHWEST?

Very much so. APS witness Brad Albert will elaborate on the Summer 2020
wholesale power market and events that occurred in the western states during a
regional heat storm, but essentially AG-X participants had their schedules cut during
peak hours, causing APS to use its own resources to serve AG-X customers’ load.
BUT CAN’T APS SIMPLY CURTAIL THE AG-X CUSTOMERS’ LOAD IF
THEIR POWER SUPPLY IS CUT DURING CRITICAL HOURS?

No, not under the current program. Furthermore, as the balancing authority, APS
has an obligation to serve each of the customer loads in its area, even the AG-X
loads that should be served by the GSPs. AG-X customers include hospitals,
universities, grocery stores and retail stores, which expect to have reliable power,

even if they participate in the AG-X program.
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CALPINE ALSO CLAIMS THE ONE-YEAR RETURN WARNING
ALLEVIATES THE CAPACITY ISSUE. IS THIS CORRECT?

No. AG-X customers must provide a one-year warning before they can return to

APS’s generation service, under the retail rate schedule. Or, if the GSP defaults,

they could be served at market index rates for up to one year. Calpine contends that

this means that APS does not have to plan for any future power plant capacity for the

AG-X customers. However, because the customer cannot be curtailed if the GSP

fails to provide generation during critical times, this requirement does little to

nothing to alleviate the need for APS to back up the GSP’s supply.

DO THE GSPS PAY FOR THE DEFICIENT CAPACITY THAT IS MADE UP
BY APS DURING CRITICAL HOURS?

Only partially. The GSPs pay liquidated damages when their power supply is cut,

which is based on the cost of replacement energy for the deficient hours. However,

this replacement energy, which can be relatively high during critical hours, is only

applied to the actual hours of deficiency and, therefore, is far less than the cost of an

actual power plant or a capacity contract necessary for providing resource adequacy

to customers.

DO THE GSPS PAY FOR THE TYPE OF GENERATION NEEDED TO
FOLLOW THEIR LOAD EACH SECOND?

Again, only partially. AG-X customers, like all retail customers, pay for a

“regulation and frequency response” service in their retail transmission charge. This

service recovers the cost of a very small amount of generation that can

instantaneously ramp up and down, under automatic controls, to match supply with

load at every instant. It covers small deviations in load each second that were not

perfectly anticipated nor provided for with the scheduled power supply. However, if
APS and other load-serving entities only provided blocks of power to serve their

customers, similar to the GSP supply in the AG-X program, the cost for this service
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would undoubtedly be significantly higher. In fact, under this scenario, there could
very likely not be enough resources to provide this service.

DO THE AG-X CUSTOMERS PAY FOR THE OTHER CAPACITY
SERVICES DISCUSSED?

Only partially. The AG-X customers pay a reserve capacity charge and transmission
ancillary charges, but these charges only partially address the costs for these
unprovided generation services. The remaining costs are mitigated through the
retained PSA margins or are shifted to other customers.

AECC CLAIMS THAT THE RESERVE CAPACITY CHARGE SHOULD BE
SIGNIFICANTLY REDUCED. DO YOU AGREE?

No. AECC witness Kevin Higgins’ proposal is based on an incorrect conception of
the purpose for this charge. AECC mistakenly believes that the capacity reserve
charge 1s some sort of payment for APS legacy power plants that are no longer
needed to serve the AG-X customers. Therefore, AECC argues that the charge
should be reduced because AG-X customers have been paying off these legacy power

plant costs for some seven years.

This line of reasoning is simply incorrect. The reserve capacity charge partially
recovers the costs of APS power plants that are still needed to serve the AG-X
customers because of the deficiencies of the GSP power supply under the program
discussed above. This is an ongoing annual cost that is not “paid down™ in any
manner. Therefore, the reserve capacity charge should not be reduced. As a matter
of fact, the charge only partially recovers the costs of APS power plant capacity
provided under the program.

WHAT CHARGES SHOULD THE AG-X CUSTOMERS PAY?

Because APS continues to provide the generation capacity services for the AG-X

customers, ideally, they should continue to pay the full unbundled generation
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capacity charge in their retail rate. They should continue to avoid paying the
generation energy charge and the PSA Adjustor charge. However, in its current
form, APS is not proposing these changes.

ISN'T THAT PRECISELY THE CONCEPT OF THE PROPOSED AG-Y
PROGRAM?

Yes, it is. Under the proposed AG-Y program, the customer would continue to pay
the unbundled generation capacity charge in their retail rate — to pay for the capacity
services provided by APS — and substitute the unbundled generation energy charges
and PSA charges for a market rate. It would operate like a market generation rate
should — providing bill savings consistent with the generation costs savings incurred
under the program.

THEN WHY DO CERTAIN GSPS AND CUSTOMER GROUPS OPPOSE THE
AG-Y PROGRAM?

Under the AG-X program, the potential for customers to save money or GSPs to
make money are greater. The generation capacity services that APS continues to
provide under the AG-X program are effectively paid for by PSA mitigation or other
customers, not the participants. This results in significantly higher benefits for the
AG-X participants and GSPs, compared to the proposed AG-Y program, where the
customer benefits are more consistent with the actual generation cost savings.
WHAT DOES APS PROPOSE ON THIS ISSUE?

Consistent with the filed case, APS proposes to allow the current AG-X program to
continue without revision and to provide the AG-Y program for additional customers
that want to access market generation prices. If the Commission were to expand the
AG-X program as suggested by GSPs and large-customer intervenors, it could not be
done under the current construct without shifting costs significantly to non-

participants.
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DID PARTIES PROPOSE OTHER CHANGES TO THE CURRENT AG-X
PROGRAM THAT APS OPPOSES?

Yes. AECC witness Higgins proposes that the AG-X program allow for load

growth. While APS supports accommodating reasonable load growth, this should

not become a mechanism to dramatically increase the overall size of the program.

One example would be if an extra-large customer in the program desired to double

their existing load through an expansion. This would violate the intent of the overall

program size limitation, which is important. Some reasonable amount of growth can

be accommodated but should be limited. A 10 MW customer should not be able to

add 10 MW, and an 80 MW customer should not be able to add 80 MW. A

reasonable accommodation would be to limit growth to 10% of the original program

allotment.

DID PARTIES PROPOSE ANY CHANGES TO THE AG-X PROGRAM
THAT THE COMPANY SUPPORTS?

Yes. There are two minor modifications that APS supports. First, Kroger witness

Stephen Baron proposes the AG-X program allow for customers that aggregate

accounts to be able to add accounts if the aggregate load falls below the 10 MW

threshold due their participation in EE programs. APS agrees this would be a

reasonable accommodation within the AG-X program, to allow locations to be added

to get back to the original allocated program amount. Second, AECC suggests that

APS change the scheduling procedure to allow for intra-day scheduling changes by

the GSP. APS agrees this is a reasonable change to the current scheduling protocols.

Such intra-day trading capabilities would have to be developed and integrated into
APS’s current scheduling platform and protocols. However, APS is committed to
working with GSPs and customers to develop additional scheduling capabilities for

the AG-X program.
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IX.

e

DO ANY OTHER PARTIES PRESENT TESTIMONY ON THE AG-Y
PROPOSAL?

Yes, ASBA/AASBO discuss the program as well.

DOES APS SUPPORT ASBA/AASBO’S RECOMMENDATION?

Schools are already eligible under APS’s proposed AG-Y program, and there is no
aggregation requirement. Therefore, (as discussed later in my testimony) APS does

not support the aggregation recommendation.

While APS does not support a carve-out specifically for schools at this time, the
AG-Y program is specifically designed for smaller customers, such as schools. APS
agrees that the load characteristics of schools could be an ideal fit to maximize the
benefit of the day-ahead pricing structure. I note that, once the proposed program
has time to function, APS may lift the cap of 200 MW which would allow additional
opportunities for participation.

SOME PARTIES ADDRESS THE QUESTION OF RETAIL COMPETITION
IN THIS DOCKET. PLEASE COMMENT.

APS agrees with Staff witness Phillip Metzger on this issue. Retail competition is a
broader policy issue that can only be addressed in a retail competition docket. The
Commission has a retail competition docket open for that discussion and potential
rulemaking.? The issue is not appropriate to address in a utility-specific rate case.

COST OF SERVICE STUDY (COSS)

A. General Background

WHAT IS A COST OF SERVICE STUDY?

A cost of service study allocates the Test Year rate base and revenue requirements
across various customer and rate classes based on a reasonable estimate of the cost

responsibility for each class. The study compares the adjusted Test Year revenue

? Docket No. RE-00000A-18-0405.
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with the allocated revenue requirement to determine a revenue deficiency for each
class.

HOW DOES APS CONDUCT THE COSS?

Costs are first separated into functional categories, such as production (generation),
transmission and distribution. Within each of these functional categories, the costs
are further classified into (sorted by) general cost drivers such as demand, energy
and customer-related costs. Notably, customer-related costs are not driven by the
amount of demand or energy used by the customer. After the cost components are
sorted into a more manageable and logical form, specific cost allocators are
developed within these broad categories. These allocators are then applied to the
cost-driver information and rate class for each customer to determine cost
responsibility for each class.

B. Criticisms of the Company’s COSS Other Than by Solar Advocates

DID YOU REVIEW THE TESTIMONY OF OTHER PARTIES
CONCERNING THE COSS?

Yes, I did.

WHAT IS YOUR GENERAL RESPONSE TO THESE CRITICISMS FROM
THESE PARTIES?

First, cost-allocation methods are not black and white. Often, there is more than one
valid way to allocate certain costs, and there are varying conceptual ideas on cost-of-
service methods. However, APS uses cost-allocation methods that are conceptually
valid, widely adopted by the industry, and accepted historically by the Commission.
It is also important to be consistent in the allocation methods used in a COSS over
time because it supports consistency in rate design and customer impacts. Therefore,
from my perspective, there must be a compelling reason for changing the current

COSS methods APS used in this and prior rate cases.
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WHAT CRITIQUES TO THE COSS DID STAFF PROVIDE?

Staff witness David Dismukes makes several recommendations to cost-allocation
methods within the COSS. Most notably, he proposes APS use an Average and
Peak, and four coincident peak months (June through September), designated as
(A&P—4CP) rather than Average and Excess (A&E), for allocating capacity-related
production costs. Additionally, he takes issue with APS’s allocation of secondary
distribution costs, which uses a Sum of Individual Max (SIM) allocator, and instead

proposes APS use a 100% class non-coincident peak (NCP) allocator.

APS disagrees with Staff witness Dismukes’ recommendations, which to my
knowledge have never been previously raised by Staff. I also note that AECC, FEA
and Kroger all support APS’s production cost-allocation method. 1 will discuss
APS’s opposition to these two changes to the COSS in more detail below.

PLEASE DESCRIBE THE A&E METHOD.

APS uses the A&E method for allocating production demand costs, which uses a

combination of peak demand and annual energy information to estimate the cost

responsibility for each class. This method separates demand into two components:

average demand and excess demand. The combination of both components is used

to determine the share of production demand costs that are allocated to each class.

Average demand is derived by calculating the average hourly demand for each hour

of the year for each class. This conceptually reflects a base level of demand that

drives the costs for baseload power plants. Excess demand is determined by the

amount of Non-Coincident-Peak (NCP) demand that is above (in excess of) the

average demand for each class. This component conceptually reflects the cost driver

for peaking power plants. This method is conceptually valid and widely accepted in
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the industry. Intervenors Kroger, AECC and FEA support this allocation method,

while Staff proposes an alternate method.

WHY DOES STAFF WITNESS DISMUKES PROPOSE AN ALTERNATIVE
METHOD?

Staff witness Dismukes claims that the A&E method is erroneous because it uses

NCP information rather than coincident-peak (CP) information to allocate the excess

demand costs.* Staff witness Dismukes proposes an alternative method called the

average-and-peak allocator.

DOES STAFF WITNESS DISMUKES IDENTIFY ANY COMPELLING
REASON TO CHANGE PRODUCTION DEMAND ALLOCATION
METHODS?

No. It has been commonly understood for decades that, under the A&E method, the

class NCP must be used to allocate the excess component because if class CP

information is used, the allocator mathematically reduces into a pure one CP

allocator, which would not meet the ACC’s desire for a production demand allocator

that includes both demand and energy information. The A&E method is widely

accepted as an appropriate method for allocating production demand costs,

particularly when there is a desire for an allocation based on both demand and

energy characteristics. Notably, the proposal to change methodologies does not even

lead to a significant change in the results of the COSS.

WHAT DO YOU RECOMMEND CONCERNING STAFF’S PROPOSAL FOR
A NEW PRODUCTION DEMAND ALLOCATOR?

APS recommends the Commission continue to use the A&E method for allocating

production demand costs in APS’s COSS for the following reasons:

e The current A&E method is conceptually valid;

* Staff Direct Testimony of David Dismukes at 16-18.
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It is widely accepted in the industry and is supported by other intervenors in

this proceeding;

It has been widely approved by the ACC without objection in the last three
APS rate cases, and it is currently used by TEP/UNSE;

Staff has not provided any reason for making this change at this time; and

The difference in the results of the two methods is not significant.

PARTIES RAISE ANY OTHER ISSUES CONCERNING THE

ALLOCATION OF PRODUCTION DEMAND COSTS UNRELATED TO THE

USE OF A&E?

Yes. FEA witness Amanda Alderson raised a concern that some production demand

costs are embedded in certain Purchased Power Agreement(s) (PPA(s)), which are

allocated as energy costs in the COSS. FEA witness Alderson proposes that a

portion of the PPA cost be reclassified as production demand-related cost rather than

energy-related cost. As production demand costs, she suggests they be allocated

using the A&E method, rather than with an energy allocator.
WHAT ARE YOUR THOUGHTS ON ALLOCATING PPA CAPACITY
COSTS USING THE A&E METHOD IN APS’S COSS?

I believe FEA witness Alderson raises a valid, if perhaps largely theoretical,

concern. [ say theoretical because there are little or no capacity costs inherent in

current purchased power costs. However, as I discuss below, the Commission

should direct APS to evaluate this in the COSS in its next rate case, rather than

specifically incorporating this change into this rate case, primarily because APS is

recommending a proportional allocation of the requested increase irrespective of the

COSS results.
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PLEASE DESCRIBE THE DISTRIBUTION COST ISSUES RAISED BY
OTHER PARTIES.

FEA bclicves that a portion of distribution costs should be considered to be
customer-related versus demand-related costs, while Staff contends that secondary
distribution costs should be allocated in a different manner. SWEEP/WRA argues
that APS has ncluded distribution costs in the customer cost category that are
inappropriate.

WHAT ARE DISTRIBUTION COSTS?

Distribution costs comprisc a wide array of cost componcents associated with the
construction, maintenance, and operation of the local power grid. This includes
substations, the primary lines that deliver power from the substations to the customer
transformer, and the secondary equipment, which includes the customer transformer
and the service drop to the home. It excludes the transmission grid, which is the
extra-high voltage lines and equipment that deliver power from power plants to the
local distribution grid. It also excludes the meter and certain point-of-delivery
equipment that are included in revenue cycle service costs, such as metering, meter
reading, billing, etc.

WHAT IS FEA’S ISSUE CONCERNING DISTRIBUTION COSTS?

As I stated above, to make the COSS more transparent, costs arc sorted or classified
into broad categories that reflect general cost drivers, such as demand, energy and
customer. FEA claims that a significant portion of the primary and secondary
distribution costs, including, among other things, distribution lines and poles, should
be reclassified as customer-related versus the demand-related classification used in

APS’s COSS.
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WHY DOES FEA MAKE THIS CLAIM?

FEA contends that a certain level of distribution equipment is needed to “hook-up”
the customer to the grid, regardless of how much power they consume.®> Therefore,
this portion of distribution costs should be reclassified as customer-related costs.

DO YOU AGREE?

Conceptually, yes. While I do not necessarily agree with all the details of FEA’s
claim and proposed solution, I do agree that a portion of distribution costs could
reasonably be classified as customer-related costs. In fact, I believe it may go
beyond the minimal system concept discussed by FEA.

PLEASE EXPLAIN.

Certain distribution costs do not vary with the customer’s monthly peak demand or
their monthly energy usage. They may be sized to accommodate a maximum
demand from the customer, but once installed, they do not vary with the customer’s
monthly load. Furthermore, some of these costs are dedicated to either individual
customers or a small group of customers. Therefore, any excess capacity from one
customer, or small customer group, cannot be shared with or used to serve another
customer. The customer line transformer and secondary service drop to the home
are examples of these types of fixed customer distribution costs. These types of

fixed distribution costs are appropriate to include in customer-related costs.

In addition, common overhead costs necessary to operate the grid, such as
communication and control equipment or cybersecurity costs, are unrelated to a
customer’s monthly demand or energy. These types of common costs could also

appropriately be considered customer-related costs.

3 FEA Direct Testimony of Amanda Alderson at 15.
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HAS APS MADE THESE ARGUMENTS IN A PRIOR RATE CASE?

Yes. APS discussed the customer cost issue in its last general rate case.® The
discussion supported APS’s proposal to increase basic service charges for residential
and commercial customers.

DID APS RECLASSIFY THESE DISTRIBUTION COSTS IN THE COSS IN
THIS RATE CASE?

No. The main reasons to perform such a reclassification study are to support
proposed increases to the monthly basic service charges or support significant
differences in the proposed rate increase for various customer classes. APS is not
proposing a cost of service based increase to basic service charges in this case,
beyond the across-the-board increases to all charges. In addition, APS is proposing
a proportional allocation of bill impacts to all customer classes in this case.
Therefore, APS did not conduct a distribution reclassification study in this case.
DOES APS AGREE WITH ALL OF FEA’S PROPOSALS ON THIS ISSUE?
No. FEA proposes that APS perform one of two specific studies in its next rate case
and recompute the COSS in this case using a prescribed percentage cost
reclassification. While I generally agree with FEA witness Alderson’s concern, I do
not propose to make a change to the COSS in this case for the reasons stated above.
Furthermore, FEA’s proposal for APS’s next rate case limits the investigation to two
specific methods. As discussed above, APS’s thinking on this matter goes beyond
the historical concepts embodied in FEA’s analysis and proposal.

WHAT DOES APS PROPOSE ON THIS ISSUE?

APS proposes the Commission direct APS to evaluate this issue in the COSS in

APS’s next rate case but not incorporate this proposed change in this case.

® APS 2016 General Rate Case Direct Testimony of Charles Miessner at 31-32.
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DOES SWEEP/WRA WITNESS BAATZ ESSENTIALLY PROPOSE THE
OPPOSITE ALLOCATION TREATMENT OF THESE COSTS AS
PROPOSED BY FEA?

Yes. SWEEP/WRA witness Baatz argues a narrow definition of customer costs to
justify lower customer charges. This is incorrect and will be addressed in more
detail by APS witness Jessica Hobbick.

WHAT IS STAFF WITNESS DISMUKES’ ISSUE CONCERNING
DISTRIBUTION COSTS?

Staff witness Dismukes contends that secondary distribution costs should be
allocated with a different method than what APS used 1n its COSS.

WHAT ARE SECONDARY DISTRIBUTION COSTS?

As discussed above, secondary distribution costs include the customer line
transformer, which is the pad-mounted or pole-mounted transformer by a customer’s
home, the service drop to the home, and certain other point-of-delivery equipment.
WHAT ARE THE COST DRIVERS FOR THESE COSTS?

Secondary distribution costs are typically driven by the kW power demands of
individual homes or small groups of homes. The equipment is sized specifically for
the location being served and cannot be used to serve the power needs in another
neighborhood. As discussed above, some of these costs could be considered “fixed”
costs and therefore could be classified as customer-related costs.

HOW ARE THESE COSTS ALLOCATED BY APS IN THE COSS?

The secondary distribution costs are allocated by the SIM allocator, which uses the
individual maximum demands of the homes or businesses for each customer class.
This is consistent with the cost driver. This allocator adds together the individual
peak demands for each customer each month. These individual demands will occur

at different hours and days in a month, depending on the load pattern for each home.
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WHAT DOES STAFF WITNESS DISMUKES PROPOSE FOR THIS
ALLOCATION FACTOR?

Staff witness Dismukes proposes to allocate these costs based on the NCP
information, which 1s the composite demand for all customers in a class, on the same
day and hour of the month. He suggests this is appropriate based on the purported
observation that there is considerable load diversity among APS’s customers.’

DO YOU AGREE WITH MR. DISMUKES’ PROPOSAL?

No. This proposal is contrary to the cost drivers for secondary distribution costs.
The NCP demand allocator is used for distribution costs that are shared across a
wide group of customers, such as substation costs and primary distribution lines. If
a customer in one neighborhood reduces their load, this “freed-up” capacity can be
used to serve another customer in a different neighborhood served by the same
substation. However, this is not the case for secondary distribution that serves an
individual customer or at most, is shared by a small group of customers. Therefore,
it 1s not valid to allocate secondary distribution costs with total class NCP
information.

WHAT IS LOAD DIVERSITY?

Load diversity means that not all customers peak at the same time or day. Therefore,
the composite peak demand for the whole class is less than the sum of the individual
peak demands for each customer.

IS DIVERSITY A VALID REASON FOR MR. DISMUKES’ PROPOSAL?

No. The NCP is a composite peak demand for a large class of customers. There is
significant load diversity among all of the customers in each class. This diversity
reduces the combined costs for substation and primary distribution equipment for the

class. This diversity does not reduce the costs of secondary distribution equipment

" Dismukes at 18.
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for the class, which is sized to serve individual homes and cannot be shared with
other homes or neighborhoods, despite the diversity of loads.

WHAT DO YOU RECOMMEND ON THIS ISSUE?

I recommend that the Commission reaffirm the use of APS’s current method for
allocating secondary distribution costs in its COSS because the SIM allocator is
reflective of the drivers for these costs. Staff witness Dismukes’ proposal does not
appropriately reflect the cost responsibility for each customer class and, therefore,
should not be adopted.

PLEASE ADDRESS AECC WITNESS HIGGINS’ COSS CRITICISM.

The AZ Sun assets are APS-owned grid-scale solar facilities that were installed as
part of approved renewable program plans as APS sought to achieve the ACC’s
Renewable Energy Standard and Tariff (REST) targets. These assets are 100%
allocated to the retail jurisdiction and, like the $6 million in renewable costs
recovered in base rates, should appropriately be included in the system benefits
charge® cost category. The original $6 million in renewable program costs has been
categorized as system benefits since its inception. The remainder of the costs were
in the REST. The AZ Sun assets were transferred to base rates in the most recent
rate case prior to this one and were just categorized incorrectly. In this case, APS
corrected this error. AECC witness Higgins disagrees. However, I believe this is
simply because AG-X customers must pay the system benefits charge but not the
unbundled generation charge. APS believes that all customers, including those
AECC represents, should pay for the AZ Sun renewable assets. AG-X customers

should not be excluded from this charge.

% As defined by the Commission in A.A.C. R14-2-1601.41, system benefits include Commission-approved
renewable programs such as the AZ Sun program. APS’s proposed treatment of AZ Sun assets is consistent
with the Commission’s System Benefit Charge requirements in A.A.C. R14-2-1608.
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WOULD ADOPTING ANY OF THESE CHANGES IN THE CURRENT COSS
IMPACT APS’S PROPOSED RATE INCREASES.

No, even if allocation factors were changed in the COSS that created different
results, APS still believes it is appropriate to use a proportional allocation of the
overall bill impact to all classes of customers.

C. Solar Advocates’ Criticisms of the Company’s COSS

PLEASE ADDRESS SEIA WITNESS LUCAS’ CRITICISM.

SEIA witness Lucas’ criticism is an attempt to re-litigate findings in the
Commission’s Cost and Value of Solar (VOS) Decision No. 75859. For example,
the VOS decision found that residential solar customers should be evaluated as a
separate class in a COSS, not analyzed as part of the overall residential class as
recommended by SEIA. Also, in the VOS docket and in APS’s last rate case, APS
provided significant testimony justifying why the appropriate allocation method for
rooftop solar customers should be based on site load and then the appropriate credits
should be provided based on what costs solar customers actually offset. SEIA
proposes this should be done using the delivered load’, however, this method would
require other costs be added back in for the services the rooftop solar customer is
still receiving but no longer paying for in rates.

DOES SEIA WITNESS LUCAS HAVE OTHER CRITICISMS OF APS’S
COSS?

Yes, he does. All are invalid.

? SEIA witness Lucas conflates statements in the VOS decision referring to export energy and the successor
program to net metering to support this position. Rather, this was in contrast to a buy-all/sell-all approach.
Decision No. 75859, page 146 stated, “The record in this proceeding demonstrates that rooftop solar
customers are partial requirements customers who export power to the grid, and we therefore find that
rooftop solar customers are a separate class of customers.”
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PLEASE EXPLAIN.

SEIA witness Lucas alleges APS COSS model is not transparent. However, it is a
Microsoft Excel spreadsheet-based model. In addition, there was also a meeting
held by APS to demonstrate the tool. SEIA is the only witness to raise this concern

in this case.

SEIA’s criticism is founded on a concern that APS did not provide everything back
to the source, but that is simply not true. The model incorporates values from APS’s
accounting system as the starting point, and all that detail is included in the model.
APS’s audited financials are the source of all numbers in the model. The COSS
model does not allow SEIA to audit APS’s financial accounting system (which is
already audited by an independent accounting firm), but then that is not its purpose.
SEIA had access to APS’s FERC Form 1 for 2018 and 10-Qs for the first and second
quarter of 2019 to complete the Test Year if SEIA wanted to independently verify

revenues from retail rates.

SEIA’s transparency complaint results from the desire to allocate costs to residential
solar customers using delivered load. SEIA’s desire to manipulate the COSS model
to incorporate this incorrect assumption is not an indication that the model is not
transparent. Further, SEIA alleges APS is bound by a finding in a UNS Electric
(UNSE) decision regarding the use of a residential subclass NCP for cost allocation
to rooftop solar customers. APS has a much higher adoption rate of rooftop solar in
the overall residential customer class than UNSE. The finding in the UNSE decision
is specific to UNSE. APS’s method is appropriate for APS, given its unique

circumstances.
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PLEASE ADDRESS SEIA’S CRITICISM OF APS’S USE OF SITE LOAD IN
THE COSS IN MORE DETAIL. HOW DID YOU DETERMINE IT WAS
APPROPRIATE TO CREATE A SEPARATE RESIDENTIAL SUB-CLASS
FOR RESIDENTIAL ROOFTOP SOLAR ENERGY AND DEMAND
CUSTOMERS WITHIN THE RESIDENTIAL CUSTOMER CLASS?

It can be appropriate to create a new class or sub-class of customers for purposes of a
COSS or setting rates if the service, load, or cost characteristics of the customer sub-
group in question are sufficiently different from their current customer classification.
Upon reviewing these characteristics for customers with solar, APS determined that
sufficient differences exist for creating this sub-class of residential customers. That
was true in the VOS docket, and it is even more true now. When evaluating the load
characteristics of residential customers with and without rooftop solar, the peak
demand — CP, NCP and SIM - and energy characteristics are very different for solar
customers. In the Test Year, the average residential solar customer still needs about
74% of the capacity they used before they adopted solar and 37% of the energy.
This is a significantly different profile than residential customers without solar,

regardless of size.

APS had nearly 76,000 grandfathered residential solar customers and over 15,000
residential solar customers on the new Resource Comparison Proxy export rate by the
end of the Test Year. The size of this residential solar customer sub-group combined
with its vastly different load characteristics, warrant evaluating them as a separate

sub-class which, again, was determined in the VOS.
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PLEASE EXPLAIN THE PROCESS THAT APS USED TO CREATE A

UNIQUE RESIDENTIAL SUB-CLASS FOR RESIDENTIAL ROOFTOP

SOLAR CUSTOMERS.

Consistent with the methodology 1 previously discussed:

APS grouped residential solar customers currently on encrgy-based rate schedules,

which includes customers both on inclining block and TOU rate schedules;

APS separately grouped residential solar customers on demand-based TOU rate

schedules;

APS used the data for the residential solar customer’s entire load at the home —

load served both by APS and the customer’s rooftop solar system — as the starting

point for cost allocation to develop the CP, NCP, and SIM demand allocations, as

well as the energy allocations;

APS then explicitly credited the customer for:

O

All their self-provided production capacity based on a comparison to
the APS-delivered customer load using both the four summer sub-class
CPs and NCPs;

Their entire energy production, including both what the customer
consumes on-site and what 1s delivered from the residential solar
customer to the grid;

The avoided transmission cost based on a comparison to the APS-
delivered customer load at the time of the four summer CPs;

The avoided primary distribution cost based on a comparison to the
APS-delivered customer load at the time of the four summer sub-class
NCPs; and

The avoided secondary distribution cost based on a comparison to the
APS-delivered customer load at the time of the four summer sub-class

SIMs.
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This approach fully credits residential solar customers for all cost savings resulting
from the capacity (production, transmission, and distribution) and energy supplied to
the grid by their rooftop solar systems. The result is that the COSS analysis only
allocates capacity and energy costs to residential solar customers based on what APS
must provide. This analytical approach also captures the cost of providing grid
services for the rooftop solar customer’s export of energy and backup of the
customer’s self-supplied generation, including support for the starting of motors (e.g.,
the inrush current associated with the starting of an air conditioning unit, which
cannot be met by a solar array).

BY USING A RESIDENTIAL SOLAR CUSTOMER’S ENTIRE LOAD AT
THE HOUSE AS A STARTING POINT, AREN’T YOU CHARGING FOR
SERVICES APS DOES NOT PROVIDE?

No, in fact, the exact opposite is true. It is true that APS does not supply the energy
service when a residential solar customer’s self-generation is supplying energy. But,
the crediting process described above fully accounts for the customer’s self-supply
of this energy service. Moreover, although the residential solar customer supplies
some of their own energy, APS continues to supply a host of backup and ancillary
services that in turn require APS to build, operate, and maintain the bulk of its fixed
infrastructure required to serve that residential solar customer. Beginning with a
residential solar customer’s entire site load and then explicitly crediting to that
customer the value of the energy and capacity that they supply from their own
rooftop solar system is the only transparent way to balance the benefits provided by
rooftop solar systems on residential rooftops and the costs required to continue

serving those customers with rooftop systems.
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PLEASE EXPLAIN FURTHER HOW THIS APPROACH COMPENSATES
RESIDENTIAL SOLAR CUSTOMERS FULLY FOR THE BENEFITS THEY
PROVIDE TO APS.

By comparing the entire load at the home to the remaining houschold load served by
APS, we can determine the infrastructure that APS no longer needs to provide as a
result of the solar system. Although a solar installation will have a certan
maximum-production capability, that capability will only be realized at midday and
only on sunny days. The load information reveals what actually occurred when the
customer was consuming energy in contrast with the solar production at the same
time. The alignment between when a residential customer needs power and when
the solar system operates 15 not significant in APS’s service territory. APS’s peak
loads persist in the summer months beyond sunset, and the maximum peak load

occurs closer to sunset than midday.

The appropriate level of compensation for otfsctting demand-driven infrastructure
costs should be based on how effective the residential solar customer’s solar system
15 at offsetting APS’s peak loads. For example, the COSS indicates for a residential
solar customer, the appropriate level of production demand credit 1s 26.3%,
transmission capacity credit 1s 36.4%, distribution primary and substations capacity

credit 1s 16.2% and distribution secondary capacity credit is 20.4%.

Likewise, the energy compensation i a COSS should reflect the actual fuel costs
that APS avoids when a solar customer consumes less energy. The method
described above uses the filed avoided fuel costs for all kWh produced by the
rooftop solar system, which 1s a conservative proxy for the actual costs saved by

APS.
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Q. SEIA WITNESS LUCAS IS CRITICAL OF APS’S LOAD RESEARCH

CENSUS AND HOW THAT DATA IS EXTRAPOLATED INTO OVERALL
FERC FORM 1 SALES INFORMATION. IS THIS A VALID CRITICISM?

A.  Absolutely not. APS’s load research approach is superior to most utilities that still

primarily use a load research sample and extrapolate that data into FERC Form 1
sales information. A utility has to start with actual sales in the Test Year. And any
load research sample will require a method to convert the sample data into the full
picture. APS’s load research census uses customers’ data if their interval data lines up
with their billing meter reads and 100% of intervals for the 24-hour period are recorded.
The information is then used in calculating the average customer for the day. Based on this
method, APS has on average 1,065,132 customers in the census sample, versus a more
typical load research sample of approximately 2%. Again, this criticism stems from

SEIA’s desire for the data to reflect delivered load for solar customers.

Q. SEIA ALSO MAKES REFERENCE TO A REGULATORY ASSISTANCE

PROJECT (RAP) MANUAL ON COST ALLOCATION. DO YOU HAVE A
PERSPECTIVE ON THE RAP MANUAL?

A. Yes, I do. The Regulatory Assistance Project (RAP) is not an unbiased industry

consulting or academic group trying to revise cost allocation theories to improve the
evaluation of distributed resources, as SEIA suggests. Rather, it is an advocacy
group for energy efficiency and distributed solar resources. RAP’s mission, as they
clearly state, “is dedicated to accelerating the transition to a clean, reliable, and
efficient energy future.”!® Therefore, their opinions should be viewed similarly to
SEIA’s — as an advocacy group offering viewpoints that seek to support their cause

and benefit customers that adopt their preferred technologies. Similarly, the RAP

10 Regulatory Assistance Project website home page, https:/www.raponline.org/.
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Manual should be considered to be an advocacy white paper, rather than a neutral

how-to guide for utility cost studies.

SEIA WITNESS LUCAS ALSO CLAIMS RESIDENTIAL ROOFTOP SOLAR
CUSTOMERS ARE NO DIFFERENT THAN NON-SOLAR CUSTOMERS. IS
THIS CORRECT?

No, it is not. As I indicated above, they are significantly different in their energy use

characteristics. This claim was effectively debunked in the VOS docket, which is

what led to the finding that rooftop solar customers should be evaluated as a separate

class in a COSS because partial requirements customers are fundamentally different

in their usage of the grid than full-requirements customers regardless of size.

WHAT IS DELIVERED LOAD?

The electrical load of a solar customer can be separated into three components: 1)

the total house load, or site load; 2) the portion of the site load that is served by the

solar generator; and 3) the residual load that is served by the utility. The latter is

referred to as “delivered” load.

WHAT DOES SEIA WITNESS LUCAS CLAIM CONCERNING DELIVERED
LOAD?

As I discussed above, SEIA witness Lucas asserts that the delivered load is the only

portion that should be included in a COSS or any other type of economic evaluation

of distributed solar generators. SEIA equates a solar generator to a cooktop or any

other type of appliance, which would not require or warrant any special treatment in

a COSS.!!" SEIA asserts that for either an appliance or a generator, the utility is only

responsible for, and only incurs costs for, serving the delivered load.'?

' SEIA Direct Testimony of Kevin Lucas at 24.
2 Lucas at 23.
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DO YOU AGREE?

No. An on-site generator is fundamentally different than an appliance, both in terms

of the service requirements for a utility and the costs for those services. That is the

entire point of my earlier discussion on why solar customers are separated into a

distinct customer class in the COSS and why a different method is needed for

assessing the costs for the solar class.

PLEASE EXPLAIN.

Customers with on-site generation, also referred to as partial requirements

customers, have always warranted special rate treatment. Because the customer

generates their own power and potentially exports power to the grid, special rate

provisions are necessary to compensate the customer for the exported power, provide

backup service for the generator, and to appropriately recover the costs of the grid

services provided by the utility. These services go well beyond the simple cost of
service for the delivered load claimed by SEIA witness Lucas.

PLEASE CONTINUE.

Because of APS’s increased responsibilities and costs for serving partial-
requirements customers, the Commission has authorized special rate provisions and
programs for these customers for decades. In the last rate case, the legacy residential
net metering program which incented the early adoption of solar generation, was
frozen because it over-compensated solar customers for the exported power, did not
adequately recover costs for providing backup service, and significantly under-
recovered the costs for the grid services provided by the utility. These issues,
coupled with the explosive growth in solar adoption, resulted in the potential for over

$1 billion of under-recovered costs to be shifted to other residential customers.
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SEIA WITNESS LUCAS ALSO CLAIMS THAT THIS COST EVALUATION
SHOULD BE BASED ON MARGINAL COSTS. DO YOU AGREE?

No, not generally in a rate case evaluation. While certain rate design issues can be

informed by marginal costs, such as the magnitude of monthly service charges or the

TOU price ratios, a rate case is fundamentally focused on the recovery of average,

embedded costs for a historic test year. Therefore, the compilation and allocation of
costs in a COSS and the reflection of those costs in rate design primarily involves

embedded cost, rather than marginal cost, information. While a new approach is

needed for evaluating solar customers and appropriately reflecting the additional

costs to serve them, as I have outlined above, those costs should generally use test-

year embedded cost information.

LASTLY, SEIA WITNESS LUCAS OBJECTS TO THE METHOD FOR
ALLOCATING GENERATION COSTS TO SOLAR CUSTOMERS. WHAT
ARE YOUR THOUGHTS?

APS evaluates the generation capacity costs, also referred to as production capacity,

for serving solar customers by first allocating those costs to the solar classes based

on the site load using the A&E method, similar to other residential classes, and then

crediting the service cost reduction attributable to the solar generator based on

coincident peak and non-coincident peak information. Mr. Lucas claims that this

approach is internally inconsistent and, therefore, incorrect.

DO YOU AGREE?

No. SEIA witness Lucas offers no reasoning, other than that the two methods are

different, to support his conclusion. In fact, two different allocation methods are

needed to accurately reflect the cost impacts for production capacity for customers

with on-site generation. The A&E method reflects the overall generation costs

needed to serve the entire site load, from APS’s entire portfolio of power plants —

including baseload nuclear and coal plants to peaking natural gas plants. However,
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the capacity cost savings from adding solar generation is more appropriately
assessed using an allocator that reflects the specific capacity impacts provided from
on-site generation, which are driven by the availability of the generator at the time of

APS’s system peaks.

This two-method allocation approach is conceptually the same as the cost studies
that support the partial-requirements rates for general service customers. For those
rates, the customer’s unbundled generation charges in their base rate is based on a
general A&E cost allocator, while the specific rates for the services needed to back

up and support the on-site generation are based on the generator’s peak impacts.

GENERAL SERVICE RATE DESIGN

DID YOU REVIEW THE COMMENTS OF OTHER PARTIES
CONCERNING APS’S GENERAL SERVICE RATES?

Yes. SEIA was the only party that provided comments and proposals on APS’s
general service rates. They propose several changes to the general service E-32
rates, which include: 1) removing the declining block demand and energy structure;
2) removing the demand ratchet for rate E-32 L,'* 3) changing the demand charge
for rate E-32 S; and 4) restructuring all of the rates so that high load factor customers
on the border of two rates can achieve a higher bill savings when they reduce their
demand.'*

WHAT IS YOUR GENERAL RESPONSE TO SEIA’S PROPOSALS?

APS opposes each of SEIA’s proposals because they do not appropriately reflect the
cost of service for these customer classes. Instead, they unjustifiably favor
customers that adopt SEIA’s favored technologies and shift costs to other customers

by raising their rates and bills. APS believes that rates should be technology

13 Lucas at 116.
14 Lucas at 120.
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agnostic; the bill savings from adopting a certain technology should be
commensurate with the cost savings provided back to the grid. APS’s commercial
rates, as presently designed, do a good job of addressing this important objective.
SEIA’s proposals do not. They essentially create a subsidy for certain technologies,
while shifting costs to other customers. I note that no commercial customer or group
that represents commercial customers are offering any similar proposals.

LET’S FIRST DISCUSS THE DECLINING BLOCK DEMAND CHARGE.
Sure. Because the E-32 rates serve a wide variety of customers with different
demands and usage characteristics, the unbundled distribution charges are separated
into two components. The first component recovers a basic level of distribution
service for “hook-up” costs and other general costs, some of which could
alternatively be recovered through a monthly customer charge. The charge for this
tier is applied to a customer’s first 100 kW of demand each month. The second
component recovers additional distribution costs that increase as a customer’s load
increases. The charge for this tier, which is lower than the first-tier charge, is
applied to the customer’s monthly demand above 100 kW. As a result, larger
customers are charged a lower average demand rate than smaller customers, which
reflects their lower average cost of service.

WHY DO THINK SEIA WITNESS LUCAS IS PROPOSING TO ELIMINATE
THIS RATE FEATURE?

Undoubtably, eliminating this feature would potentially increase the avoided demand
charge for larger customers that might consider adopting certain technologies that
target demand reduction, such as behind-the-meter solar plus storage. 1 also note
that SEIA’S proposal would also, without intention, decrease the avoided demand
charge for smaller customers who seek to adopt similar demand-reducing

technologies.
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WHAT DO YOU RECOMMEND?

SEIA’s proposal should be rejected because it is not reflective of cost of service.
This feature helps ensure the rate can be used to serve a wide variety and size of
commercial customers.

NOW LET’S DISCUSS THE ENERGY CHARGES FOR RATES E-32 S AND
E-32 M, WHICH SEIA OPPOSES.

Rate E-32 S serves small-sized general service customers with monthly demands of
21 to 100 kW, while E-32 M serves medium-sized commercial customers with
monthly demands of 101 to 400 kW. The unbundled generation charges for both
rates have a unique design called a “load-factor” or “times-use” rate structure. It is
not, strictly speaking, a declining block energy rate, as SEIA states, but rather a rate
structure that combines a demand charge and energy charge into a single rate
component.

PLEASE EXPLAIN.

The unbundled generation charges for general service rates typically include two
components — a demand charge, which recovers the capacity cost of generation
power plants, and an energy charge, which recovers the cost of fuel and variable
O&M. The load factor design uses a two-tiered energy charge design and
incorporates the demand charge into the first-tier energy charge. In addition, the
tiers are based on a certain amount of kWh usage per unit of kW demand, instead of
merely being a traditional declining-block energy rate, as referenced by SEIA
witness Lucas, in which the tiers are based on total kWh usage.

CAN YOU PROVIDE AN EXAMPLE?

Yes. Consider a customer served under the E-32 M rate that uses 110,000 kWh and
300 kW in a month. The billing units, unbundled generation rates for the two kWh
tiers and billed amounts, are shown in Table 2 below, under “current rate design.”

The tier 1 kWh energy charge applies to 200 kWh per kW or 60,000 kWh (200 X
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300). All of the additional 50,000 kWh arc billed under the tier 2 cnergy charge.
The charges for each tier recover $0.04965 per KWh of energy-related costs. The
Tier 1 charge also recovers $0.04103 per kWh of generation capacity costs, which is
the Tier 1 energy charge minus the Tier 2 energy charge.

WHAT WOULD THE RATE BE IF IT USED A DEMAND CHARGE
INSTEAD OF THE TIMES-USE APPROACH?

If the rate were redesigned to recover the gencration capacity costs through a kW
demand charge, instead of through an embedded kWh load-factor tier, the demand
charge would equal S8.206 per kW, which is the $0.04103 per kWh of embedded
capacity charge in Tier 1 converted to a kW charge by multiplying 1t by 200 kWh
($8.206 = $0.04103 X 200 kWh). This conversion is displayed below in Figure |
below. Please note that these alternative charges are illustrative — they would have
to be adjusted slightly to assure that the resulting revenue 1s neutral for the entire E-

32 M customer class.

Figure 1. Unbundled Demand Charge for Rate E-32 M Summer Month

Tier 1 kWh $ 0.09068
Tier 2 kWh $ 0.04965

Demand Component § 0.04103
Converted to kW charge  § 8.206

WOULD THE BILL BE THE SAME UNDER BOTH RATE DESIGNS?

Not necessarily. The cxample shown in Table 1 results in the samc monthly bill
under cither rate design. Howecever, this result will vary according to the actual
customer’s load patterns and the comparative amount of cnergy and demand
consumecd in a month. Somc customers would pay morc under the alternative

design, others would pay less.
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Table 2. Rate E-32 M, Proposed Unbundled Generation Rates (Summer)

Currently Proposed Rate Design

Units Rate Bill
Tier 1 kWh $ $
60,000 0.09068 5.,440.80
Tier 2 kWh $ $
50,000 0.04965 2,482.50
$
7.923.30

Alternative Rate Design

Units Rate Bill
kW demand $ $
300 8.206  2.461.80
kWh energy $ $
110,000 0.04965 5,461.50
$
7,923.30

HAVE ANY CUSTOMERS OR CUSTOMER GROUPS RECOMMENDED
THIS CHANGE?

No. The current rate design fairly recovers generation capacity costs from a rate
class that has a wide range of customer sizes and usage patterns.

WHAT DOES APS RECOMMEND FOR RATES E-32 S AND E-32 M?
Conceptually, APS does not oppose converting the unbundled generation charges in
rates E-32 S and E-32 M from a load-factor-based design to a traditional demand and
energy charge design. However, APS does not support this rate change at this time
because SEIA witness Lucas has not provided any compelling reasons for making
this change, no customer groups are proposing this change, and the change would

create disparate bill impacts for customers, which have not been investigated.

In addition, APS would be opposed to simply combining the two tiers of energy
charges into a simple average kWh rate, without converting the embedded demand

component into a demand rate. Combining the two energy charges into a single rate
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would simply recover all of the gencration capacity costs through a kWh rate, which
would not be reflective of the cost of service and would be a flawed approach to rate
design.

WHAT DOES SEIA PROPOSE CONCERNING THE DEMAND RATCHET
FOR RATE E-32 L?

SEIA proposcs to climinate this fcaturc of the rate. !’

WHY IS SEIA PROPOSING THIS CHANGE?

Again, this proposal is sclf-scrving for SEIA. It sccks to increasc the cconomic
benefit for customers who adopt certain technologies supported by SEIA, while
raising the demand rates and bills for other customers.

HOW WOULD SEIA’S PROPOSAL INCREASE THE RATES FOR
CUSTOMERS THAT DO NOT ADOPT SEIA’S PREFERRED
TECHNOLOGIES?

The demand ratchet feature is a cost-bascd ratc component that helps to match the
demand component of each customer’s bill with their actual cost of service. If the
demand revenue for some customers is unjustifiably reduced, the costs will be
shifted to other customers in the same class through higher demand rates.

WHAT IS A DEMAND RATCHET?

A demand ratchet is a rate featurce that secks to fairly recover a customer’s demand
costs through monthly demand charges, even though the costs are primanly driven
by the customer’s demand in the core summer months. The demand charges could
alternatively be applied only to the summer bills, but that would result in very
uneven monthly bills, which would be very high in the summer. In addition, some

demand-related costs are driven by a customer’s demand 1n all months of the year.

5 Lucas at 116,
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ARE RATCHETS COMMONLY USED IN THE UTILITY INDUSTRY?

Yes. Demand ratchets are a common featurc in rates for large and cxtra-large
commercial and industrial customers across the utility industry.

HOW DOES A RATCHET WORK?

On cach monthly bill, the customer pays the higher of their actual metered demand
or 80% of the highest demand in the previous summer. If a customer has a relatively
steady load throughout the months, the ratchet would have no impact. If the
customer’s demand falls off significantly in the winter months, the ratchet would
ensure that the demand-related costs would be recovered from that customer, and not
shifted to other customers.

DOES APS SUPPORT SEIA’S PROPOSAL TO ELIMINATE THE
RATCHET?

No. SEIA has not provided any compclling rcason for climinating the ratchet
feature. SEIA’s proposal 1s simply self-serving and unjustifiably shifts costs to
customers that do not adopt their preferred technologies. In addition, | note that no
customers or customer groups are proposing this change.

PLEASE SUMMARIZE YOUR RECOMMENDATIONS ON SEIA’S
PROPOSALS ON GENERAL SERVICE RATES.

APS docs not support any of SEIA’s proposals for general scrvice rates. SEIA docs
not offer any valid reasons for making these changes. They are simply self-serving
and seek to advantage customers that adopt their preferred technologies and shift
costs to other customers by increasing demand charges and bills. In addition, no

customers or customer groups are proposing these changes.
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WHAT DOES SEIA PROPOSE FOR APS’S E-32 L STORAGE PILOT RATE?
SEIA proposes to modify the E-32 L Storage Pilot rate by eliminating the minimum
storage requirement, changing the on-peak hours to 2-6 p.m., and changing the
demand charge structure for on-peak and “remaining” hours. '

DID SOLAR PARTIES DEVELOP AND PROPOSE THIS RATE?

Yes. SEIA contends that the storage pilot rate was designed by APS.!” However,
this is incorrect and misleading. In fact, the E-32 L Storage Pilot rate was proposed
by solar parties as part of APS’s last rate case and ultimately approved by the
Commission. They patterned the rate after a storage rate from another utility.

THEN WHY IS SEIA SEEKING TO SIGNIFICANTLY CHANGE THE RATE
AT THIS TIME?

Presumably, the solar parties’ previous rate design was ineffective at driving the
adoption of storage technology.

DO YOU AGREE WITH SEIA’S PROPOSED MODIFICATIONS?

APS agrees to further investigate the storage rate issue, but we do not necessarily
agree with SEIA’s proposals; some are invalid and should not be adopted, and others
will require further investigation.

PLEASE EXPLAIN.

The proposal for a 2 p.m. to 6 p.m. on-peak period does not reflect the critical hours
on APS’s system and is only self-serving to promote distributed solar. This issue is
further discussed in the Rebuttal Testimony of APS witnesses Hobbick and Albert.
Therefore, this proposal should be rejected. In addition, SEIA’s proposal to
eliminate the requirement that a customer adopt energy storage to qualify for the rate
should be rejected. The suggestion is nonsensical; why in the world would you ever

develop an energy storage rate that does not require energy storage? Furthermore,

16 Lucas at 130-31.
17 Lucas at 121.
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APS believes that a reasonable minimum storage requirement is appropriate to
prevent a customer from “gaming” the rate schedule by installing a de minimis

amount of storage technology.

However, the Company believes that the demand-rate structure and other rate-design
components can be investigated as long as they are reflective of cost of service and
not just intended to advantage customers that adopt energy storage at the expense of
other customers.

ASBA/AASBO HAVE PROPOSED SEVERAL CHANGES. PLEASE
DISCUSS THEIR RECOMMENDATION REGARDING THE SCHOOLS
TOU RATES.

ASBA/AASBO propose to modify the Schools TOU rate, which presently has three
seasons (Winter, Summer, and Summer Peak) and three time periods (On-Peak, Off-
Peak, and Shoulder-Peak). They propose to eliminate the Shoulder-Peak time period
and use the off-peak price for those shoulder hours. While APS is not opposed to
removing the shoulder-peak price, the off-peak price would also have to be revised
to ensure that the change was revenue neutral. However, if parties desire to change
the Schools TOU rate, I would recommend to further revise the rate beyond what is
described by ASBA/AASBO witness Travis Sarver, to be more consistent with other
general service and irrigation rates. Such revisions could include, for example,
changing the on-peak period to be 3 p.m. to 8 p.m., Monday through Friday, and
reviewing the appropriateness of the three seasons in the Schools TOU rate.
WOULD THESE TYPES OF RATE REVISIONS CREATE DISPARATE
BILL IMPACTS FOR INDIVIDUAL SCHOOLS?

Yes. If the Schools TOU rate were revised by either ASBA/AASBO’s proposal or
by the further modifications I have discussed, the changes would result in disparate

bill impacts for individual schools. Some bills would increase, others would
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decrease beyond the impact of the general revenue change authorized in this
proceeding.

ASBA/AASBO ALSO PROPOSES TO ALLOW SCHOOLS WITH SOLAR TO
USE THE RESOURCE COMPARISON PROXY (RCP) AS AN
ALTERNATIVE TO NET METERING. DO YOU SUPPORT THIS
SUGGESTED CHANGE?

No, I do not support this change. The VOS proceeding was about addressing the
cost shift resulting from net metering for residential rooftop solar customers. The
result was the RCP method for energy that is exported to the grid, at any time, and
using the retail rate to offset self-consumption. Schools still have the ability to net
meter, and the VOS decision and resulting RCP for export energy is simply not
applicable to schools.

IN ADDITION, ASBA/AASBO PROPOSES SCHOOLS BE ALLOWED TO
AGGREGATE THEIR METERS ACROSS THE SCHOOL DISTRICT.
WHAT ARE YOUR THOUGHTS ON THIS?

APS strongly opposes this aggregation recommendation. APS presently allows a
school to totalize its loads on a contiguous campus in accordance with its Service
Schedule 4 - Totalized Metering of Multiple Service Entrance Sections at a Single
Site. This form of totalization is reasonable. However, aggregating loads across a
school district is not appropriate. Each campus location has different electric
infrastructure. The specifics of cost causation, cost allocation, and the design of
rates takes this into account. A campus can be considered a unique customer, but a
customer with multiple locations constitutes many customers. It is inappropriate to
aggregate school loads across a district that has multiple school campuses. Lastly,
the proposed rates and charges are designed to collect the targeted revenue without
aggregation. ASBA/AASBO witness Sarver has a simple example where he

illustrates the benefits of aggregation but ignores that fact that the rates would have
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to be redesigned to collect the target revenue — essentially reclaiming his computed
savings.

CONCLUSION

WHAT CONCLUSIONS DO YOU HAVE BASED ON YOUR REBUTTAL

TESTIMONY?
The Commission should approve APS’s conservative fair value rate of return. The
mechanics of the calculation are based on those proposed by ACC Staff and adopted
by the ACC in the 2007, 2010 and 2015 test year rate filings made by APS that
resulted in Decision Nos. 71448 (Dec. 30, 2009), 73183 (May 24, 2012), and 76295
(Aug. 18, 2017).

The Commission should approve APS’s proposed AEM.

The Commission should approve APS’s COSS that is used to support the
Company’s rate design in the Company’s application, as well as the jurisdictional

allocation of costs.

Lastly, the Commission should reject intervenors’ proposals regarding the AG-X
/AG-Y programs and approve APS’s new rate rider proposal AG-Y. The
Commission should reject SEIA’s and ASBA/AASBO’s recommendations regarding
general service rate design.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.

=577
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RCND Rate Base

Calculation of Fair Value Increment

Attachment LRS-01RB
Page 1 of 1

S 15,734,140

Adjusted Test Year Capital Structure Amount % Cost Rate Weighted Avg

Long-Term Debt S 4,726,125 45.33% 4.10% 1.86%

Preferred Stock - 0.00% 0.00% 0.00%

Common Equity 5,700,968 54.67% 10.00% 5.47%

Short-Term Debt - 0.00% 0.00% 0.00%

Total S 10,427,093 100.00% 7.33%

Capital Structure with 1.0% FV Increment Amount % Cost Rate Weighted Avg

Long-Term Debt S 4,032,678 32.75% 4.10% 1.34%

Preferred Stock - 0.00% 0.00% 0.00%

Common Equity 4,863,590 39.49% 10.00% 3.95%

Short-Term Debt - 0.00% 0.00% 0.00%
. FVRB Increment 3,418,936 27.76% 0.80% 0.22%
. Total $ 12,315,204 100.00% 5.51%

Fair Value Increment Calculation Fair Value Original Cost

Rate Base $ 12,315,204 $ 8,896,268

Rate of Return 5.51% 7.33%

Required Operating Income S 679,050 S 652,096

Adjusted Operating Income 648,726 648,726

Adjusted Operating Income Deficiency (line 14 - line 15) 5 30,324 S 3,370

Revenue Conversion Factor 1.3346 1.3346

Increase in Base Revenue Requirements (line 16 * line 17) s 40,470 S 4,497

Fair Value Increment S 35,973
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Advanced Energy Mechanism (AEM) Plan Cost Recovery

Term Sheet

Purpose

To provide for timely cost recovery of the capital carrying cost and expense of
APS clean energy plan investment, including energy efficiency (EE) expenses, and
lost fixed costs associated with EE and distributed generation (DG) revenue
requirements which are not already recovered in base rates or through another
Arizona Corporation Commission (Commission) approved adjustment. Clean
energy resources are defined as non-carbon emitting resources but excludes
nuclear energy.

Authorization

Integrated Resource Plan (IRP) Action Plan or Clean Energy Implementation Plan
approval by the Commission and robust Request for Proposal (RFP) process —
acquisitions that comply with the IRP Action Plan and RFP process. The IRP
process would determine the prudence of the IRP Action Plan, and the process
prescribed in Energy Rules would determine the prudence of the Clean Energy
Implementation Plan.

Cost Recovery of APS
Owned Resources, EE
Investment and Coal
Community Transition
(CCT) Cost

An Advanced Energy Mechanism (AEM) will recover the capital carrying costs of
approved clean energy plan investment, including APS-owned newly constructed
or acquired plants, EE expenses, lost fixed costs associated with EE and DG
revenue requirements and Coal Community Transition cost. The AEM process
will determine prudence of APS’s execution of the IRP Action Plan and Clean
Energy Implementation Plan.

Lost Fixed Costs (LFC)

Lost Fixed Costs (LFC) recovered will be consistent with the current accounting
for LFC. In future rate cases (not the current rate case), APS may propose
changes to the LFC recovery accounting.

Cost Recovery of
Resources Resulting
from Purchased Power
Agreements (PPA)

Purchase Power Agreement (PPA) resources will be recovered through the
Company’s Power Supply Adjustor (PSA), including storage PPAs. PPAs with
recovery presently split between the Renewable Energy Adjustment Charge
(REAC) and PSA would move completely to the PSA.

AEM Adjustor Process

Annual filing and implementation as specified in a Plan of Administration,
including EE investment plan. In each rate case, the AEM will be reset and APS-
owned resource investments will be moved into base rates.

Key Parameters of
Capital Carrying Costs

Capital Carrying Costs consist of (1) Return on the Qualified Net Plant calculated
based on the Company’s Weighted Average Cost of Capital (WACC) approved by
the Commission in its most recent rate case plus a return on the fair value
increment (if any) for the Qualified Net Plant; (2) depreciation expense; (3)
income taxes; (4) property taxes and (5) associated operations and maintenance
expenses (O&M).

Year-over-Year Annual
Adjustor Cap

The AEM will not increase by more than $0.005 per kWh in any annual
adjustment process. Any amounts over the annual cap would be held over to a
subsequent adjustment.

Balancing Account

The AEM will have a balancing account that will track revenues versus costs, as
well as a true-up of budgeted to actual costs.

Earnings Test

As part of each filing, APS will file an earnings test based on the Commission’s
jurisdictional portion of the most recent FERC Form 1, with rate base, operating
revenue and expense adjustments adopted in the most recent rate case. The
earnings test will determine what portion of the AEM will be recoverable each
adjustment cycle.
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AEM Timing

Stakeholder Engagement (including EE plan and LFC forecast): February - May
Filing: June 1
Effective: January 1

AEM Approval

ACC — Open Meeting

AEM Revenue Allocation

Equal across rate classes, kW charge for customers on kW rates, and kWh charge
for customers on energy-only rates.

Other Adjustor Rates

APS retains all current adjusters: PSA, Transmission Cost Adjustment (TCA),
Environmental Improvement Surcharge (EIS) and Tax Expense Adjustment
Mechanism (TEAM), Lost Fixed Cost Recovery mechanism (LFCR), REAC and
Demand Side Management Adjustment Clause (DSMAC).

AEM will replace LFCR, REAC and DSMAC over time as they are reset in the
future.

Adjustor and Base Rate
Transfers

A revenue-neutral portion of REAC costs will be moved to base rates and the
PSA.
A revenue-neutral portion of DSMAC costs will be moved to base rates.
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REBUTTAL TESTIMONY OF MONICA WHITING
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY
(Docket No. E-01345A-19-02306)

INTRODUCTION

PLEASE STATE YOUR NAME, JOB TITLE, AND BUSINESS ADDRESS.
My name is Monica Whiting. I am Vice President of Customer Experience and
Chief Customer Officer for Arizona Public Service Company (APS or Company).
I am responsible for delivering key customer services and operations at APS with
a dedicated focus on the Customer Experience. This includes the Care Center,
Revenue Operations, Customer Experience Strategy, Solutions and Initiatives,
and Key Account Management. My business address is 400 N. 5th Street,
Phoenix, Arnzona 85004.

WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL
BACKGROUND?

My background and experience are set forth in Attachment MW-IRB to this
Rebuttal Testimony. | have worked in the utility industry for nearly 30 years, at
public power and mvestor-owned utilities in different states throughout the
country. My experience includes working for utilities that performed in the top
quartile of customer satisfaction nationally, as well as utilities that transformed to
successfully move up to the top quartile. Throughout my career, my focus has
been on customer experience, communications, and marketing. 1 joined APS 1n
July 2020 because | was inspired by APS Chief Executive Officer Jeff Guldner
and Chief Operating Officer Daniel Froetscher and their commitment to APS
customers and Arizona. The Company’s Executive Management 1s laser focused
on putting customers at the center of everything APS does. | wanted to join them
in advancing the APS customer experience.

DID YOU PREVIOUSLY FILE TESTIMONY IN THIS MATTER?

No.
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II.

>

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

The purpose of my rebuttal testimony is to respond to recommendations and
comments made by Staff and intervenors in this case on topics involving
customer satisfaction, simplification of customer bills, education and outreach,
limited-income programs, and reporting, as well as to discuss APS’s vision for
the future 1n some of these key areas.

SUMMARY

PLEASE SUMMARIZE YOUR REBUTTAL TESTIMONY.

APS 1s committed to improving all aspects of customer service, including how
the Company educates customers and the tools provided to them; working with
stakeholders and customer research has become, and will remain, an important

part of that process. Specifically, in my testimony I address the following topics:

. Simphfying APS’s residential rate offerings to better differentiate between

rates, including providing a flat rate option for all customers.

. With the input of customers and stakeholders, APS intends to redesign,

simplify, and enhance all customer bills.

. In response to the COVID-19 pandemic and in collaboration with its low-
income assistance agency partners, APS has taken action to assist those
impacted by the pandemic and believes accepting certain proposals from
Wildfire will further improve programs to assist limited-income

customers.

. APS’s Customer Education and Outreach Plan (CEOP) from the last rate
case was not perfect, but 1t 1s not the “failure™ that intervenors make it out
to be, and while APS would prefer to focus on working together to make

the future better, the Company cannot leave erroneous assertions
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II1.

unrcbutted because they serve as  the basis  for intervenor
recommendations. With that in mind, 1 include a report from Guidehouse
(a leading global provider of consulting services to the public and
commercial markets with expertise in the electric utility industry, utility
education and outreach best practices, and behavioral science) to rebut the
Alexander Report and to help incorporate best practices in our future

customer education and outreach.

. Numerous intervenors discussed increased reporting requirements. | agree
that transparency 1s vital to continued improvement in customer service;
however, not all recommended reporting requirements are appropriate.
Therefore, I recommend a reporting package I believe appropriately
addresses the interests of stakeholders.

FOCUS ON CUSTOMER EXPERIENCE

WHAT IS YOUR PLAN FOR DELIVERING AN INDUSTRY-LEADING
CUSTOMER EXPERIENCE AT APS?

APS’s goal 1s to deliver year-over-year improvement in overall customer
satisfaction by advancing to ndustry-leading customer experience standards
through a top-quartile ranking among other large investor-owned utilities. APS
will take a holistic approach to all drivers of customer satisfaction informed by
customer research, such as: JD Power and Associates, behavioral science (which
considers the values and preferences that factor into how customers make
choices), and best practices in prioritization and implementation. APS will focus
on rehability and outage communication, value for the price paid, billing and
payment, corporate citizenship, communications, and customer care, which
includes the customer’s phone and digital experience. APS will establish a
formal customer experience strategy, an internal customer experience council,

annual customer improvement workplans, and a Voice of the Customer program

3.
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V.

to capturc customer rescarch and insights. APS will continuc to monitor, asscss,
and realign as customer expectations, technology and best practices evolve. The
rest of my testimony discusses some of the ways the Company plans to do this
moving forward, in conjunction with stakeholders.

SIMPLIFICATION OF RESIDENTIAL RATE PLANS

A, APS proposes to consolidate and simplify rates by offering three rate
options for all non-solar rvesidential customers.

IS APS PROPOSING ANY RATE CHANGES TO MAKE RESIDENTIAL
SERVICE PLAN OPTIONS SIMPLER AND CLEARER FOR
CUSTOMERS?

Yes. In response to feedback from customers and multiple intervenors, and to
make it easier for customers to select a rate plan that meets their needs, the
Company 1s proposing simplifying its rate structures and consolidating similar
rate plans. The proposal includes three clear and distinct rate options: a flat rate,
a time-of-use (TOU) energy-only rate, and a TOU-with-demand rate. Under this
proposal customers will have access to, and the ability to choose among, these
three rate structure types irrespective of their amount of usage. All solar
customers will continue to have the option of choosing a TOU or demand rate.
To effectuate the goal of simplification and move to three rate options, APS
proposes eliminating the mandatory 90-day TOU rate trial period for new
customers and consolidating the flat rate plans (the R-Basic family of plans) into
one rate with multiple pricing tiers that can accommodate customers irrespective
of usage size. Thus, customers who use on average more than 1,000 kWh per
month would now have a flat rate option. This change also eliminates the annual
rate reassignment from a standard rate plan to a TOU plan if the customer’s

annual average monthly consumption exceeds 1,000 kWh. Additional details
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about these changes arc provided in the testimony of APS witness Jessica
Hobbick.

VARIOUS  INTERVENORS AND COMMISSIONERS HAVE
RECOMMENDED THAT APS CHANGE THE NAMES OF
RESIDENTIAL RATE PLANS. DOES APS PLAN TO RENAME THE
RESIDENTIAL RATE PLANS?

Yes. In conjunction with the proposed simplification of the residential rate plans,
APS 1s working on a plan to rename them.

BRIEFLY EXPLAIN THE PROCESS APS WILL USE TO DEVELOP
NEW NAMES FOR RATE PLANS.

APS will develop new rate plan names based on customer research. The naming
process will be a customer-focused, data-driven effort which includes rigorous
customer research and stakeholder input.

WHAT WILL THE OPPORTUNITIES BE FOR CUSTOMERS AND
STAKEHOLDERS TO PROVIDE INPUT INTO THE RENAMING
PROCESS?

APS will engage with stakeholders via monthly meetings and customers through
the Customer Advisory Board.

B. Customer Tools

STAFF WITNESS MATT CONNOLLY INCORPORATES
RECOMMENDATIONS FROM THE ENERGYTOOLS REPORT FOR
NEW GRAFPHICS AND WAYS TO PRESENT CUSTOMER
INFORMATION. DO YOU AGREE WITH THOSE
RECOMMENDATIONS?

The Company 1s committed to providing useful, transparent, and easily

understandable information to customers about energy usage. The Company
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supports many of Staff’s recommendations and 1s currently developing or has

already implemented, the following:

Figure 1

Staff Recommendations and APS’s Implementation Status

Recommendation

Status

An application or graphic showing
customers their level of usage, peak usage,
mcluding specific recommendations, and
how to manage usage.

In progress. APS is currently developing
an Energy Estimator tool that will allow
customers to select different configurations
of home sizes, seasons, rate plan types, and
detailed information on how they use
appliances, to see how the changes can
mmpact the amount and cost of their usage
or demand.

High usage alerts with the ability for
customers to set their alert threshold either
by dollar amount or consumption.

Today, APS customers can set alerts to
nofify them of high usage and estimated
month-to-date billing costs.

Information on appliances and how to
estimate peak demand.

In progress. Information on appliances
and how fo estimate demand will be part of
the Energy Estimator Tool. Also, APS
recently launched the APS Marketplace,
which will offer customers energy-efficient
appliances and education on how to reduce
energy use.

Graphics/visuals for customers on peak
usage estimation.

APS is currently looking at various tools,
mcluding personalized emails, that will
offer energy tips to help customers shift
their energy use and save on energy costs.

Additionally, the Company 1s researching mfographics, language, and visuals to

mmprove rate plan descriptions, explanation of the peak and off-peak hours, and

the concept of demand and demand charges.
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DOES APS HAVE ENERGY USAGE AND DEMAND THRESHOLD
ALERTS AVAILABLE TO CUSTOMERS?

Yes. Currently, residential and commercial customers can opt into several
different types of usage alert thresholds and be notified by either email or text
when that threshold is reached. The customer can set umique thresholds for on-
peak usage, total usage, and demand. Customers can sign up for these alerts
through aps.com to choose the alerts most helpful to them and their lifestyle. In
addition, customers can set alerts for estimated bill (cost) thresholds, outages and
a three-day notice prior to bills being due.

IS APS CONSIDERING A GRAPHIC/VISUAL FOR CUSTOMERS’ PEAK
USAGE ESTIMATION?

APS i1s currently reviewing additional graphic elements for the website and other
customer communication channels to provide customers with information 1n a
meaningful way. Any new functionality will be tested with customers, including
through the Customer Adwvisory Board and stakeholder group, before
implementation.

THE SIERRA CLUB HAS RECOMMENDED THAT APS IMPLEMENT
“GREEN BUTTON” CONNECT-MY-DATA FUNCTIONALITY TO
ALLOW CUSTOMERS TO MORE EASILY PROVIDE THEIR ENERGY
USAGE DATA TO THIRD PARTIES, SUCH AS SOLAR PROVIDERS.
WHAT IS APS’S POSITION?

Currently, APS customers can view their usage data online or download it into an
Excel spreadsheet. If a customer wishes to provide that information to others, he
or she can provide guest access to his or her account or send the Excel data to a
third-party of choice. For customers who wish to have another way to share their
data, APS i1s working on implementing “Green Button™ and plans to have this

functionality by the end of 2021.
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RESIDENTIAL BILL REDESIGN
DOES APS STILL INTEND TO SIMPLIFY ITS RESIDENTIAL BILLS?

Yes. APS is working to redesign and improve the customer bill based on
customer research, industry best practices, and customer feedback about what
information would be most helpful. Since the rate case application was filed,
APS has expanded the project to encompass the redesign and enhancement of all
residential and commercial bill presentations, both paper and electronic. The

goal of this project is to design a bill that:

° Is easy to read and understand;

° Provides customers with the information they would like to have to

manage their energy usage and monthly bill;

° Is delivered to customers using their channel of choice (e.g., print,

aps.com, electronic);

° Provides customers with a bill experience consistent in language, look and
feel with the experience on other APS communication channels (e.g.,

website, app, etc.); and

. Incorporates best practices from the utility and other relevant industries for

bill presentment.

To accomplish these objectives, APS has partnered with International Business
Machines (IBM) to leverage IBM’s extensive experience in bill redesign projects,
both within and beyond the utility sector, designing for the customer and user

experience and based on customer and market research.
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WILL STAKEHOLDERS BE A PART OF THE BILL REDESIGN
PROCESS?

Absolutely. The project plan includes multiple opportunities for customer and
stakeholder nsight through research, interviews, workshops, focus groups, and
surveys. APS will solicit input from a diverse sample of its customer base. The
design process will be 1terative to incorporate feedback as 1t 1s provided and will
include testing a prototype with customers and stakeholders focus groups.
WHAT IS THE CURRENT STATUS AND TIMELINE FOR THE
EXPANDED BILL REDESIGN PROJECT?

Bill redesign projects can take from 12 to 18 months, depending on the level of
input, review, and complexity. Thus far, APS and IBM have held several one-on-
one interviews with stakeholders and sought input from our Customer Advisory
Board to gather their initial feedback for the design process. APS expects to have
a proposed bill design by the second quarter of 2021, after which it will work to
complete the technical implementation and provide the necessary change
management. Final implementation is currently expected around the end of 2021.
This implementation schedule 1s aggressive, and its timely completion will
depend on final design and presentment requirements based on customer and
stakeholder mput. APS will keep the Commission informed throughout the
redesign and implementation process.

DID YOU REVIEW THE TESTIMONY PRESENTED BY RUCO
WITNESS FRANK RADIGAN AND SIERRA CLUB WITNESS CHERYL
ROBERTO REGARDING CUSTOMER BILL FORMATS?

Yes. RUCO makes suggestions it believes will simplify the bill and recommends
that the Company redesign its residential bills as part of an overall customer
¢ducation plan. Sierra Club, on the other hand, prefers an expanded bill with

extensive, detailed line items and recommends rejecting the Company’s bill
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simplification proposal. Thesc conflicting views arc illustrative of the challenges
inherent 1n any bill redesign project. APS will be seeking customer and
stakeholder input throughout the process and anticipates that, in doing so, 1t will
receive varying perspectives. APS has engaged IBM to assist with, among other
things, compiling and synthesizing these diverse perspectives and bringing them
together with strong customer and industry research to develop an easily
understandable and research-based bill proposal.

IS APS CONTINUING TO SEEK A WAIVER OF EXISTING BILL
REQUIREMENTS?

No. It 1s too early n the bill redesign process to determine if a waiver may be
required. APS intends to design a new bill that will enhance the customer
experience and present the information customers need in an understandable
fashion. Once the bill redesign format 1s finalized, APS will assess whether 1t

may be appropriate to request a waiver of any Commission rule or requirement.

LIMITED-INCOME PROGRAM RECOMMENDATIONS

PLEASE PROVIDE A BRIEF OVERVIEW OF THE COMPANY’S
PROPOSALS FOR LIMITED-INCOME CUSTOMERS IN ITS DIRECT
TESTIMONY IN THIS CASE.

In direct testimony, APS recommended changes to the Company’s limited-
income programs in order to better serve limited-income customers with more
streamlined programs and increased funding and availability. For instance, the
proposal includes allowing customers to be automatically enrolled in the Energy
Support Program (Rate Rider E-3) for a discount on their utility bill if they have
already qualified for certain government assistance programs such as subsidized
housing and the federal Low-Income Home Energy Assistance Program
(LIHEAP). APS also proposed to automatically place customers who qualify for

Crisis Bill Assistance on the Energy Support Program.
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In addition, APS proposed to double the annual funding amount of Crisis Bill
Assistance from S1.25 million to $2.5 million to make additional funds available
to more customers.

HAS THE COVID-19 PANDEMIC IMPACTED THE COMPANY’S
APPROACH TO ITS LIMITED-INCOME PROGRAMS?

Yes, the pandemic has changed much about Arizonans’ lifestyles and working
environments, impacting the ability of customers to access assistance and
creating the need for additional support throughout APS’s service territory. APS
has worked hard to make the Company’s hmited-income assistance programs
accessible and easy to navigate over the course of this year as everyone adapts to

these rapidly changing circumstances.

For example, in collaboration with assistance agency partners, APS improved the

Crisis Bill Assistance and Energy Support Programs by:

. Moving from annual recertification to a two-year recertification process,
which allows qualified customers to stay on the Energy Support Programs

longer without additional paperwork and processing on their part;

. Revising the required customer consent process to accommodate partners
such as Arizona DES, Wildfire, Chicanos Por La Causa, and other
assistance agencies that are shifting to telephonic and online service

models rather than in-person verification processes; and

. Enabling online recertification for Energy Support Programs.

APS updated aps.com to make information on both APS and external assistance
programs more e¢asily accessible and included information on energy assistance in
various targeted and mass communication. In addition to the items listed above,

APS has voluntarily dedicated $6.8 million in non-customer funds to provide
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dircct bill assistance to customers impacted by the pandemic through the APS
COVID-19 Customer Support Programs. As of the beginning of November
2020, APS has distnibuted over S4.7 million to customers and community
assistance agencies, providing over 40,000 customers with much-needed help
during this time.

HAS APS WORKED WITH STAKEHOLDERS TO IMPLEMENT
CHANGES TO SUPPORT THIS POPULATION?

Yes. APS worked with community assistance partners to connect limited-income
customers who have struggled or are delinquent on their bills with external
assistance programs by sending agency-specific emails and direct mailings to
select customers. In addition, APS has worked with partners to include limited-

income program assistance flyers in multiple Arizona food bank boxes.

APS also met frequently over the past several months with these partner agencies
to listen to and understand the concerns and challenges they face as they work
with those who have the greatest needs within Arizona communities. APS
quickly made the changes noted above, finding ways to be flexible and to work

together to help customers gain access to available assistance.

This collaboration on program enhancements and additional communication
efforts have been successful, increasing enrollment in our Energy Support
Programs by more than 25% from June 2019 (end of the Test Year in this case)
through the end of September 2020.

HAS APS INCREASED THE PROMOTION OF ITS LIMITED-INCOME
PROGRAMS DURING THE PANDEMIC?

Yes. Making customers aware of the assistance programs and resources available
to them during this challenging time has been a top priority for APS and the

Company has significantly increased the level of marketing and customer
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outrcach in this arca. Through 2020, APS will have provided more than 75
million 1mpressions through 13 different communication channels regarding
APS’s customer assistance programs. These include promotion of the Energy
Support Program and Here to Help messaging that promotes APS and community
partner assistance resources, energy efficiency programs and energy savings tips.
Samples of APS communications are included as Attachment MW-02RB.
WILDFIRE WITNESSES CYNTHIA ZWICK AND JOHN HOWAT HAVE
MADE SEVERAL RECOMMENDATIONS FOR CHANGES IN APS’S
LIMITED-INCOME PROGRAMS. HAVE YOU REVIEWED THOSE
RECOMMENDATIONS?

Yes. Wildfire 1s recommending two categories of changes to APS’s Energy
Support Programs: an expansion of eligibility limits and a redesign and increase
of the bill discount amounts.

DOES APS AGREE WITH WILDFIRE WITNESS ZWICK’S PROPOSAL
TO EXPAND THE ELIGIBILITY FOR THE ENERGY SUPPORT
PROGRAMS FROM 150% TO 200% OF THE FEDERAL POVERTY
LIMIT?

Yes. ADPS agrees that, especially in light of these difficult economic times, it 1s
appropriate to expand its Energy Support Programs (Rate Riders E-3 and E-4) to
include more customers and increase the mmcome eligibility from 150% to 200%

of the federal income poverty guidelines.

This expansion will complement APS’s recommendation to automatically enroll
recipients of Crisis Bill Assistance and LIHEAP in the Energy Support Programs,
as those programs allow customers with incomes up to 200% of the federal
poverty level to participate. It also will be easier to implement automatic

enrollment by aligning the programs with most of the major state and federal
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assistancc programs, further aiding ctforts to collaborate across programs and

agencies.

Additional funding will be required over the next several years to support the
anticipated increased enrollment levels. Therefore, approval of the limited-
income deferral order, proposed in APS witness Hobbick’s Direct Testimony,
becomes even more fundamental to the Company’s ability to expand these
programs to meet the needs of customers, and any expansion of the programs

must be coupled with its approval.

APS 1s committed to continue building awareness of the Energy Support
Programs and will coordinate with Wildfire and other community assistance
agencies to promote the programs and enable greater customer participation.
APS believes these changes will streamline the administrative burden for limited-
income customers, community action agencies and APS, while providing critical
assistance to Arizona’s most vulnerable customers.

DO ANY OF THE INTERVENORS SUPPORT THE PROPOSED
LIMITED-INCOME DEFERRAL ORDER?

Yes. Wildfire supports the proposed deferral order.

WILDFIRE WITNESS HOWAT PROPOSES AN ALTERNATIVE AND
EXPANDED BILL DISCOUNT DESIGN FOR ENERGY SUPPORT
PROGRAM CUSTOMERS. DO YOU AGREE WITH THAT PROPOSAL?
No. The Wildfire alternative discount proposal appears to contemplate a tiered
bill discount for limited-income program participants that would be based on
customer income, household energy burden (as determined by percentage of
energy cost to total income) and the dollar amount of any account payment
delinquencies. It contemplates discounts ranging from the current 25% all the

way up to a 79% discount.
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APS witncss Hobbick will address the dcetails of this proposal. APS understands
the intent of the program, but the Company i1s concerned about the cost and
complexity, and for these reasons does not support changing the 25% limited-
income discount at this time. ADPS i1s open to exploring options to revise the
program in the future to take energy burden into consideration.

IN LIEU OF THIS MORE COMPLICATED DISCOUNT, WILDFIRE
RECOMMENDS INCREASING THE EXISTING BILL DISCOUNT
FROM 25% TO 30%. DO YOU SUPPORT THIS PROPOSAL?

No. The current 25% bill discount strikes an appropriate balance between those
customers that need assistance and all other customers who effectively pay for

that assistance.

APS offers one of the largest discounts available to limited-income customers in
Arnizona. The average monthly discount for Energy Support Program participants
ranged from just over S22 in April 2020 to over S58 in August 2020, as the
percentage-of-bill discount method provides more relief to customers during
high-usage months. In contrast, other utilities in the state offer flat monthly
dollar discounts ranging from S16 per month to S23 per month.

WILDFIRE ALSO PROPOSES A DEBT FORGIVENESS PROGRAM.
DOES THE COMPANY PLAN TO ADOPT THIS RECOMMENDATION?
No. APS already works collaboratively with customers to set-up and modify
payment plans for past due balances. As mentioned previously, there are existing
customer assistance programs available such as LIHEADP, Coronavirus Aid,
Relief and Economic Security (CARES) Act funding, and other community
action agency and utility bill assistance programs, along with APS programs such
as Crisis Bill Assistance, the Energy Support Programs, Project Share, and the
COVID-19 Customer Support Fund. 1 believe existing customer assistance

programs, used in conjunction with APS’s extended payment arrangements, are
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VII.

the best and most responsible way to help the most vulnerable and impacted
customers address their current overdue balances.

ARE THERE OTHER SOURCES OF FUNDING AVAILABLE TO
CUSTOMERS WHO ARE HAVING TROUBLE PAYING THEIR BILLS?
Yes. There are a variety of state and federal assistance programs available to
eligible APS customers, and APS works with agency partners to connect
customers to these programs. From January through October of 2020, APS
customers received over $5.2 million in LIHEAP, CARES Act, and charitable
organization assistance, as well as approximately $4.7 million from APS-funded
utility bill assistance. APS provided $23.8 million in utility bill discounts and
over $2.2 million in Weatherization improvements. APS understands the needs
are great, and that is why the Company is committed to continuing to support and
expand partnerships and cooperation with community action agencies and
charitable, state and local programs to connect our customers with available

support and assistance.

EDUCATION AND OUTREACH PLANS

A. The 2016 Rate Case Customer Education and Outreach Plan

CERTAIN INTERVENORS, INCLUDING STAFF, RUCO AND WRA,
HAVE EITHER CITED OR RELIED IN PART ON THE BARBARA
ALEXANDER REPORT! (ALEXANDER REPORT) IN THEIR
TESTIMONIES. HOW HAS THE COMPANY RESPONDED TO THAT
REPORT?

APS has engaged Guidehouse Inc. (Guidehouse), a leading global provider of
consulting services to the public and commercial markets with expertise in the

electric utility industry, utility education and outreach best practices, and

! See Barbara R. Alexander, An Evaluation of Arizona Public Service Company’s Customer Education
Plan and its Implementation, Docket Nos. E-01345A-19-0236 and E-01345A-19-0003 (May 19, 2020).
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behavioral science, to (1) review and analyze the Alexander Report, and (2)
advise APS of improvements 1t should consider incorporating in future customer
education and outreach mitiatives. On November 2, 2020, Guidehouse 1ssued a
Review of the 2017 Customer Education and Qutreach Plan & Response to the
Plan (Guidehouse Report). Because of its foundation in appropriately compared
best practices, this 1s the document that should serve as the basis for
recommendations going forward. 1 have attached the Guidehouse Report to my
testimony as Attachment MW-03RB and incorporate it by reference as part of my
testimony.

BRIEFLY, WHAT DID GUIDEHOUSE CONCLUDE REGARDING THE
ALEXANDER REPORT?

The Guidehouse Report calls into question elements of the Alexander Report’s
assessments, comparisons and conclusions. Guidehouse identified crucial facts

concerning the 2017 CEOP, which the Alexander Report failed to consider.

Specifically, the Guidehouse Report 1dentified two errors and six clarifications to
key points in the Alexander Report. These are discussed 1n detail on pp. 13-16 of
the Guidehouse Report. While | will not repeat each of them here, there are a few

critical 1ssues that [ want to address:

. The Alexander Report incorrectly states that existing customers who had
not selected a TOU or demand rate would be involuntarily moved to one
during transition. No customers were involuntarily moved to TOU or
demand rates during the rate transition. Customers were moved to their
Most-Like Rate during the transition (e.g., only if a customer was already
on a plan with a demand charge could they be defaulted to a plan with a

demand charge).

. Demand rates remain entirely voluntary for APS customers.
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. After complction of the rate transition period in the last rate casc,
customers who used 1,000 kWh or more on average per month were
reassigned annually to a TOU rate consistent with Decision No. 76295,
Based on feedback from customers and mtervenors in this case, APS
proposes to eliminate this practice and will make a non-time differentiated
(i.e., a flat rate) available to all customers irrespective of their usage

amount.

. APS also included educational content to explain demand rates throughout
the CEOP implementation. Guidehouse Report at 1v-v.

DOES GUIDEHOUSE PROVIDE ANY ANALYSIS OF THE
ALEXANDER REPORT’S USE OF THE CALIFORNIA UTILITIES’
MARKETING, EDUCATION AND OUTREACH PLAN (CALIFORNIA
MEOQOP)?

Yes. Guidehouse found that there were critical structural differences between the
California rate structures and transition and APS’s rate structures and transition,
which make the California MEOP an inappropriate and inaccurate comparator.
For example, while California’s rate plans were undergoing an enormous change
moving from tiered untimed energy only rates to default TOU rates for all
customers, whereas “...APS’s CEOP was designed to help transition the vast
majority of its residential customers to rates that were structurally similar to their
previous rates (the Most-Like Rate).” [id. at 17. As a reminder, APS has had
TOU and demand rates for residential customers for decades. Thus, the purpose
and goals of the California MEOP were far more expansive than the purpose of

the CEOP.

Guidehouse also found that the California utilities’ rate transition was

“meaningfully different in its size, complexity and breadth™ and cost when
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compared against APS’s rate transition, thus it was not a good comparator. /d. at
18. For example, Southern California Edison had an approved budget of more
than $70 million for 2017-2020. In contrast, APS had an approved budget of $5
million and 9 months to implement. Given these differences in size, scope and

underlying purpose, Guidehouse concluded that the Alexander Report’s ex post

facto comparison of APS’s 2017 CEOP to the California utilities” MEOPs was

inappropriate.

HOW DO YOU RESPOND TO THE INTERVENORS WHO
CHARACTERIZE THE CEOP AS A “FAILURE?”

As 1s often the case, hindsight provides a clear view into things that could have
been done differently and/or better. But I disagree with the harsh characterization
of the CEOP as a “failure.” Guidehouse assessed the CEOP and compared it to
industry norms, and they concluded that the CEOP met and, in some instances,
exceeded industry norms. Guidehouse also found that APS’s use of a wide range
of traditional and digital marketing, its community-based outreach, and use of
engaging customer materials and tools met the standards for best practices in the
industry. This portion of Guidehouse’s assessment can be found on pp. 39-42 of
their report. The Rate Review and Customer Qutreach Program Evaluation of
Arizona Public Service Company® that was conducted by Staff consultant
Overland Consulting likewise found that much of the CEOP was reasonable and
appropriate. While I agree that there are areas that the Company can look to
improve going forward, the harsh rhetoric surrounding the 2017 CEOP is not

supported by the facts.

2 See Overland Consulting, Rate Review and Customer Outreach Program Evaluation of Arizona Public
Service Company, Docket No. E-01345A-19-0003 (June 4, 2019).
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A.

WHAT IS APS CURRENTLY DOING TO IMPROVE ITS CUSTOMER
EDUCATION AND OUTREACH?

APS holds regular Customer Advisory Board and stakeholder meetings, covering
topics ranging from the disconnect moratorium to rate design and education.
These serve as vehicles for gathering valuable insights. The Customer Advisory
Board was launched in May 2020 and 1s comprised of approximately 30
customers who are diverse in geographic location, demographics (age, gender,

income, ethnicity), APS sentiment, and service plans.

By the Order of the Commission, APS implemented pro forma billing 1n March
of 2020 that provides customers with on-bill rate plan analysis each month to see
their lowest cost plan, current month savings, and cumulative 12-month savings.
This regular reminder of such valuable information has led to an immediate
increase n customers changing rate selections. APS i1s also focusing its customer
communications on topics that align with JD Power learnings including
assistance, billing and payment programs, and energy efficiency.
B. APS’s Plans for Future CEOPs
WHAT IS APS’S PLAN FOR ITS CUSTOMER EDUCATION AND
OUTREACH IN THE FUTURE?
Looking ahead, APS 1s focused on continuously improving customer
communications and the customer experience. While the primary focus of the
new CEOP is customer awareness and understanding of the available rate plan
options, 1t will also outline other related customer programs to create a
coordinated and holistic approach to customer outreach and education. The
CEOP 15 an ntegral component of the customer experience and will continue to
be an ongoing part of APS’s business operations, not just a one-time plan. APS
plans to incorporate many of the learnings from the 2017 CEOP as well as best

practices recommended by Guidehouse and others. Key elements of the CEOP
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will include an overview of objectives, related rescarch and key lcarnings,
limited-income program, messaging strategy, communication tactics, call center
training and a performance measurement plan. APS intends to provide a new
CEOP that 1s informed by the Commission decision in this case, which
encompasses the items discussed below.
WHAT WILL THE NEW CEOP ADDRESS?
The Company has heard customers, stakeholders and Commuissioners. As | stated
above, customers are at the heart of everything APS does. The Company’s new
CEOP will be designed with the customers i mind and will take a robust

approach to addressing their needs and concerns. The new CEOP will consider:

. Customer and Stakeholder Feedback — APS will seek the Voice of the
Customer through various customer research approaches and will engage
external stakeholders through a structured process to solicit

recommendations and input throughout the CEOP development process.

. Industry best practices — APS will engage external consulting resources
with utility industry knowledge and experience, as well as communication

and marketing subject matter expertise, in the development of the CEOP.

. Rate plan lifecycle approach — The CEOP will go beyond the initial
customer education and awareness phase that enables a customer to make
an informed rate plan choice that meets individual needs and preferences —
whether that be a focus on cost, convenience, or other considerations. The
CEOP will also address how to help customers optimize their selected
plans over time through plan-centric energy tips, reminders about energy

efficiency program options and energy usage alerts.
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Bchavioral science — Rescarch in this arca indicates that most people tend
to stay with the status quo or default option when faced with a decision.
Behavioral science indicates that for those people who do make an active
choice, a wide range of non-economic factors are likely to influence the
decision-making process. As a result, both economic and non-economic
factors should be integrated into the tools and matenials used to inform
customers about their rate choices. By addressing other customer
motivators as well as the most economical plan (MEDP), customers will be

able to make a more informed choice and have a better experience.

Integration — The CEOP will address how to integrate related customer
programs to create a holistic, customer-centric outreach plan. Examples of
programs to be integrated into the CEOP include limited-income
assistance programs, energy efficiency program offerings, energy usage
alerts, and billing and payment programs such as Budget Billing that assist

customers with affordability and provide convenience.

Cross-channel integration — The CEOP will ensure consistency of rate and
program information and presentation across various customer touch
points: Care Center, aps.com, billing, rate comparison tool, promotional

materials, emails, digital communication, etc.

Simplicity — A key objective of the CEOP will be to simplify the
presentation of rate plan and program offerings for customers. This will
include the use of visuals and infographics. Messages and content will be

pre-tested with customers.

Broad and Targeted Customer Outreach — The CEOP will be designed to

achieve broad awareness of offerings, options and programs that factor
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into  overall customer  satisfaction  while  targeting  customer
communications that reflect a personalized preference or a call to action

speciﬁc 10 a customer or customer segment.

. Customer Segmentation — The CEOP will identify and address the unique
needs and perspectives of customers through a thoughtful approach to
customer segmentation. Customer segments that will be addressed include
limited-income customers, customers who prefer Spanish language
communications and other unique customer segments. The intent of this
customer segmentation i1s to improve the effectiveness of education and
outreach by better understanding and addressing customers’ needs,

preferences and challenges and how best to reach each segment.

. Performance Measurement — The CEOP will include a performance
¢valuation plan that documents and evaluates the performance of program-
related initiatives. Performance evaluation will be used to inform changes
to program efforts and materials in an ongoing cycle of continuous process
improvement.

DO YOU HAVE A DIGITAL ENGAGEMENT FOCUS AS PART OF

YOUR FUTURE EDUCATION AND OUTREACH PLANS?

Yes. Digital engagement 15 a significant driver of customer satisfaction. APS

will seek customer input, adopt best practices, and focus on providing or

enhancing the most important digital transactions.

One example of digital engagement 1s our work on an Energy Estimator Tool that
will be available to residential customers on aps.com 1n the first quarter of 2021.
This tool, which 1s in the development stage, will help customers understand their
demand impacts of running single appliances or multiple appliances together

during peak hours, and how changes 1n appliance use can impact the amount and
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VIII.

IX.

cost of their usage or demand. The tool also will allow customers to sclect
different configurations of home sizes, seasons and rate plans. As previously
noted, this tool 1s based on customer research and includes stakeholder input.

SUBSCRIPTION RATE PILOT PROGRAM

IN LIGHT OF THE INTERVENOR TESTIMONY LARGELY
RECOMMENDING THAT THE COMPANY’S PROPOSED
SUBSCRIPTION RATE PILOT PROGRAM BE REJECTED, DOES APS
PLAN TO PURSUE THE SUBSCRIPTION RATE?

No. APS i1s withdrawing the subscription rate option from our overall rate plan
proposal. In the future, APS will do additional customer research and work with
customers and stakeholders to discuss the program purpose and design.
Currently, however, APS’s immediate focus 1s on simplifying our core rate plan
portfolio, enhancing our CEOP and including the integration of customer
programs to deliver a great customer experience and value, with a particular

emphasis on our limited-income customers.

CUSTOMER SERVICE REPORTING RECOMMENDATIONS

DID YOU REVIEW THE PROPOSED CUSTOMER SERVICE
REPORTING REQUIREMENTS, AND DO YOU HAVE ANY GENERAL
COMMENTS?

Yes. APS witness Barbara Lockwood explains APS’s overall proposed reporting
strategy. An appropriate set of reporting requirements should provide meaningful
insight into APS’s customer service and help track the Company’s performance
over time. For that reason, [ do not support several of the recommendations made
by intervenors as they are too detailed and specific to very narrow issues.
Additionally, while APS i1s aggressively pursuing improvements in customer
service, prescriptive targets can have unintended consequences and lead to

negative incentives, undermining agility as customer expectations and best
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practices cvolve over time. As APS continucs to improve its customer scrvice,
the Company must also maintain flexibility in its approach and methods. Tying
customer service too stringently to any specific metric can hamper overall
progress. Before | get to my recommendations, | would like to clear up some
comments made about APS’s customer service metrics.

HAVE YOU REVIEWED RUCO’S DIRECT TESTIMONY REGARDING
J.D. POWER?

Yes. RUCO’s claims regarding the Company’s use of J.D. Power are incorrect. |
address these claims below.

DID THE COMPANY STOP USING J.D. POWER AFTER THE 2016
RATE CASE?

No. The Company continued to subscribe to the J.D. Power Electric Residential
Customer Satisfaction study from 2017 to 2020 and analyzed and reported its
results on a quarterly basis to Officers, Customer Service and Communications.
In 2017, APS ftransitioned the metric used for determining incentive
compensation from J.D. Power to a different customer satisfaction metric called
the Customer Contact Tracker (CCT). It 1s common practice for utilities to adjust
their customer satisfaction measurements, shifting between various syndicated
studies, transactional surveys, or proprictary studies depending on the specific

needs of the company.

CCT 1s different from J.D. Power in that CCT surveys a customer about his or her
experience about specific types of recent transactions with the Company, such as
when a customer calls our Care Center, whereas J.DD. Power surveys customers
randomly, irrespective of whether they have had a recent interaction with the
Company. The shift to CCT was timed with the Company’s conversion to a new
billing system in order to address any challenges in phone service levels and

billing during the migration. CCT enabled APS to monitor performance during
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this transition using ncar-real-time data (vs. quarterly data with J.D. Power) to

serve as a leading indicator for performance and measurement improvement.

APS switched to CCT to monitor and respond to customers during this major
transition, not to circumvent declining satisfaction results as RUCO alleged. As
RUCO acknowledged in its testimony, APS shifted to CCT to provide greater
insight into the customer experience following a specific customer interaction
with APS, and the Company continues to use CCT today given its usefulness as a

transaction study.

Going forward, APS will be using the J.D. Power overall satisfaction ranking as a
company-wide incentive metric to take a more holistic approach to analyzing and
addressing overall customer satisfaction. The Company will continue to track
transactional performance through transactional studies similar to CCT. These
types of tools remain useful in making year-to-year improvements and
monitoring performance through specific transactions and channels.

WHAT DO YOU RECOMMEND FOR REPORTING REQUIREMENTS?
The table below lists my recommended reporting requirements and their
frequency. These items were generally supported by Staff, Sierra Club and
RUCO.
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Figure 2

Proposed Customer Service Reporting and Frequency

Category Description Frequency
Residential customer rate Quarterly; until the
. plan distribution next rate case
Rate Selection -
Number of customers on Quarterly; until the
MEP next rate case
Care Center Percent of service calls
o Quarterly
Performance answered within 30 seconds
Customer JD Power customer Quarterl
Satisfaction satisfaction rankings Y
Customer :
. ACC complaints arterl
Complaints P Qu y

PLEASE ELABORATE ON THE RECOMMENDATIONS ABOVE.

Each of the items in the table are discussed below.

A. Rate Selection

Preserving customer choice is an important part of APS’s rate plans, as is
providing the correct education to help customers understand their rate options.
Tracking metrics like these gives one view into how effective that education is, as
well as how other mechanics of APS’s rates are operating. As APS embarks on a
new education plan, and while the rate plans are newer, quarterly reporting is
appropriate. APS believes that reporting on these items until the next rate case
will provide sufficient time to analyze how customers continue to move between
rates.

B. Care Center Performance

The Care Center is an integral part of APS’s relationship with customers. How
quickly representatives respond to customer calls is one indicator of how
efficiently the call center is performing. While APS tracks Care Center

performance on a daily basis, due to known seasonal variations, I recommend
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quarterly reporting for these statistics. A telephone service level, measured in the
percentage of calls answered in 30 seconds or less, 1s a universal and best practice
call centers measure across the industry. It is worth noting that answering 80% of
calls in 30 seconds or less 1s best-in-class performance, and many utilities
perform below this threshold.

C. Customer Satisfaction

Customer satisfaction 1s a top priority for APS. As such, the Company will focus
reporting efforts to measure overall customer satisfaction. APS uses J.D. Power’s
nationally syndicated Electric Residential customer satisfaction survey. To
perform well 1n J.D. Power’s overall customer satisfaction, a utility must perform
in six key drivers of customer satisfaction and 40+ attributes. Results are
reported as a ranking compared to other utilities.

D. ACC Complaints

Customer feedback is foundational to customer satisfaction and the Company’s
ongoing improvement efforts to enhance customer experiences. Therefore, |
support quarterly reporting of ACC complaints.

CERTAIN INTERVENORS CONTEND THAT ACC COMPLAINTS
ABOUT APS HAVE BEEN TRENDING UPWARD IN 2019 AND 2020.
CAN YOU ADDRESS THE NUMBER OF COMPLAINTS THE
COMPANY IS EXPERIENCING AND ANY CURRENT TRENDS?

The total number of ACC customer complaints are decreasing when compared
year-over-year. The data below show an increase in ACC customer complaints
after the 2016 rate case, which peaked in 2018. The most impactful changes from
a customer complaint standpoint were related to the new billing system
conversion, new rates and the rate migration. The downward trend identified in
2019 and 2020 is a reflection of stabilizing the new customer billing system, and

customers acclimating to both new rates and prices from the August 2017 rate
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settlement, along with significant improvements in our Care Center performance.
Since 2017, the Company has seen year-over-year improvement in service levels
for residential and business customers. As of the end of October 2020, Care
Center advisors are answering 74% of calls in 30 seconds compared to 43% in

2017.

Figure 3
Annual ACC Customer Complaints

Year Customer Complaints (ACC)
2016 533

2017 958

2018 1109

2019 505

2020 2833

STAFF RECOMMENDED REPORTING ON KEY CREDIT AND
COLLECTION METRICS. WHY ARE THOSE NOT IN YOUR
RECOMMENDATION?

I agree with Staff that disconnects, payment arrangements and similar items are
extremely important to track and provide transparency. However, APS already
reports on these items in a number of places. Additionally, the Commission
currently has a rulemaking docket (Docket No. RU-00000A-19-0132) open

where the Commission will likely decide issues such as reporting these and

3 Through September 2020.
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similar topics for all jurisdictional utilitics in the statc. It is more appropriate to
determine these kinds of reporting requirements in a generic proceeding.

CONCLUSION

DO YOU HAVE ANY CLOSING COMMENTS?

APS’s mission 15 to provide customers with clean, reliable and affordable energy.
This commitment to customers 1s at APS’s core. With customers at the center,
APS will deliver an industry-leading customer experience and improve customer
satisfaction. APS will accomplish this through items noted in my testimony and
prioritizing what matters most to our customers in the areas of reliability, value
for price, billing and payment experience, community and environmental
stewardship, customer communication, and customer care, including customers’
digital and phone experience. APS 1s committed to moving forward and
continuing to collaborate with customers and stakeholders as the Company
provides the essential and important service they rely on to power their homes,

schools, and businesses.
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Monica Whiting

Customer Experience, Communication & Utility C-Level executive with a passion for leading teams to achieve best-in-class results.
Unique balance in delivering results while inspiring the hearts and minds of people; setting clear direction through long-term
strategic focus & short-term tactical plans. Proven track record in leading change, delivering high customer and employee
satisfaction coupled with cost-effective operations.

SUMMARY OF QUALIFICATIONS

e  25-plus years multi-service utility experience — electric, natural gas, water & sewer

e 15 plus years leadership experience including C-Level leadership

e Proven track record in leading diverse teams through a customer transformation while improving employee engagement
and cost efficiency

e Successful deployment and leveraging of technology, process improvements and infrastructure maintenance to reduce
manual operations, improve customer service delivery and reduce operating costs.

e 2012 KITE Customer Service Leader of the Year

e  Frequent national speaker & panelist — Customer Experience, Employee Engagement, Strategic Planning

PROFESSIONAL EXPERIENCE
APS - Arizona Public Service, Phoenix AZ July 2020 - present
Vice President, Customer Experience

TECO -- Tampa Electric Company (TEC) & Peoples Gas System (PGS), Tampa, FL Jan 2017 - July 2020
Vice President, Customer Experience
e Member of TECO's Executive Leadership & Officer team serving TEC's & PGS’s 1.2 million plus customers, $2.5 billion in
revenue and annual budget of $65 million plus
e Leader of approximately 470 union and professional employees
e Responsible for TECO’s Customer Strategy & Transformation, including Customer Revenue, Strategic Customer Accounts,
New Construction, Customer Experience Centers, Customer Solutions & Digital Customer Experience, Energy Efficiency &
Renewable Programs, Customer Systems Administration, Corporate Communication & Marketing, Customer Strategy, Voice
of the Customer Program, Compliance & Continuous Improvement.
e Key Accomplishments in three years Include:
o Succe